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REVIEW OF THE BUDGET FORMULATION AND PRES- 
ENTATION PRACTICES OF THE INTERNATIONAL 
COOPERATION ADMINISTRATION 


THURSDAY, APRIL 4, 1957 


Houser or REPRESENTATIVES, 
SUBCOMMITTEE ON INTERNATIONAL OPERATIONS 
OF THE COMMITTEE ON GOVERNMENT OPERATIONS, 
Washington, D.C. 

The subcommittee convened at 10:10 a. m., in room 304, House Of- 
fice Building, Representative Porter Hardy, Jr., chairman of the sub- 
committee, presiding. 

Members present: Porter Hardy, Jr., Elizabeth Kee, John A. Blat- 
nik, Charles B. Brownson, George Meader, and Victor A. Knox. 

Also present: John T. M. Reddan, chief counsel; Richard P. Bray, 
Jr., counsel; Walton Woods, staff investigator; Phyllis M. Seymour, 
clerk; and Maurice J. Mountain, consultant. 

Witnesses present: Hon. Joseph Campbell, Comptroller General of 
the United States; accompanied by George Staples, Associate Direc- 
tor, Civil Accounting and Auditing Division; Frederick K. Rabel, 
Assistant to the Associate Director, Civil Accounting and Auditing 
noe and Robert F. Keller, Assistant to the Comptroller Gen- 
eral. 

Mr. Harpy. Let the subcommittee come to order. 

T have a brief statement I want to make in the opening of our session. 

The Congress has charged this subcommittee with the duty, among 
others, of making examinations of our nonmilitary foreign-aid pro- 
gram. The purpose of these examinations is to determine how that 
program is being administered. 

We look at it rather critically from a standpoint of efficiency and 
economy. ‘The most practical means I know of by which this subecom- 
mittee can measure the effectiveness of our nonmilitary aid program 
in carrying out the stated purposes of the Mutual Security Act, and 
determine whether ICA is functioning in an efficient manner, is by 
comparing the activities of that agency for a given year with its 
budget presentation for the same year. 

If that budget presentation does not contain adequate information, 
we cannot possibly make an intelligent appraisal. 

Until fiscal year 1956, ICA used what is known as the illustrative 
method of budget presentation. That method merely told us that for 
the coming year ICA needed funds for projects of certain types in 
various countries. 

I might say, for instance, if they expected to initiate an agriculture 
program in Egypt, or a housing program somewhere else, all these 
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presentations were en in generalities. Beginning with fiscal 
year 1957 there have been some presentations of budgets on the so- 
called project basis. 

As far as we have been able to determine, they haven’t been much 
more informative than the old method which was called the illustra- 
tive method. One reason for that is that ICA hasn’t considered itself 
to be bound by any of the specific projects or programs, or by the 
allocation or expenditure of specific amounts in accordance with the 
presentation. 

We are not going to be concerned directly with appropriations, or 
at least the responsibilities of the Appropriations Committee, but the 
Congress as a whole has a responsibility in connection with passing 
on appropriations, and unless we have adequate information, we can’t 
do it intelligently. Thus, one of the purposes of this hearing is to 
try to see whether we can arrive at a procedure under which reason- 
ably accurate, adequate information will be furnished so that we can 
know what we are doing when we vote on these appropriations meas- 
ures, 

The subcommittee realizes there may be instances, that there fre- 
quently are instances, where aid is provided under circumstances 
which make advance planning difficult. But not all of the programs 
are in that category, and frankly I think that we have taken the posi- 
tion that too many of them are in that category in times past, and it is 
our purpose to try to see if we can’t get as much out of the unplan- 
nable category as possible. 

In order to get our session started off this morning in proper perspec- 
tive, I have asked the Comptroller General and members of his staff 
to give us the benefit of their experience in dealing with this problem 
over recent years. 

IT am especially glad to have the Comptroller General, himself, 
with us this morning. Mr. Campbell, I want to welcome you and 
tell you how much we appreciate your presence. 

I believe you have a prepared statement, and I know that the com- 
mittee will profit a great deal by the views you will express from your 
knowledge of what has been transpiring in this important field. 

Again, I want you to know how much we appreciate your presence, 
and you may proceed in just the way you prefer, if you will. 


STATEMENT OF HON. JOSEPH CAMPBELL, COMPTROLLER GEN- 
ERAL OF THE UNITED STATES; ACCOMPANIED BY GEORGE 
STAPLES, ASSOCIATE DIRECTOR, CIVIL ACCOUNTING AND 
AUDITING DIVISION; FREDERICK K. RABEL, ASSISTANT ASSO- 
CIATE DIRECTOR, CIVIL ACCOUNTING AND AUDITING DIVISION; 
AND ROBERT F. KELLER, ASSISTANT TO THE COMPTROLLER 
GENERAL 


Mr. Camrprety. Thank you, Mr, Chairman. 

Mr. Chairman, and members of the subcommittee, we are pleased 
to appear before you and to assist you and your staff in any way we 
ean in your considerations of the mutual security operations as car- 
ried out by International Cooperation Administration. We under- 
stand that the purpose of this meeting today is to discuss the annual 
program presentation by ICA to the congressional committees for 
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the nonmilitary mutual security program, and the recommendation 
contained in our report on Study of Obligating Bases and Related 
Administrative Practices, sent to the Congress in June 1955, that the 
Congress consider revision of the Mutual Security Act to authorize 
funds separately for plannable activities, and unforeseeable activities. 

The format and content of the annual program presentation to con- 
gressional committees has been a subject of keen interest to us in our 
audit of mutual security operations over the past several years. 

This interest derives primarily from our belief that the congressional 
committees having the responsibility for recommending authoriza- 
tion of agency programs and the appropriation of funds therefor 
should have before them programs stated in such clarity and complete- 
ness as to permit an understanding and evaluation in the limited time 
which the press of Government business allows for examination. Such 
an approach is basic to any agency presentation and in the case of the 
mutual security program it is particularly important for a number of 
reasons which have singular application to that program. 

In the first place, the program itself is unique as an activity of the 
Government embodying a series of relationships with other govern- 
ments within which are carried out a wide variety of diversified activi- 
ties designed to stabilize economic and political structures, promote 
technological development, and strengthen the defense capability of 
some 50 countries. 

Apart from the problems inherent in conducting such a large volume 
of varied activities dispersed throughout many areas of the world, 
their administration assumes further “complexity through the very op- 
eration of these activities between the United States and the respective 
foreign governments, each of which is different in varying degrees 
from the other, and from the United States in laws, customs, traditions, 
and political, economic, and cultural advancement. 

Add to these things the fact that (1) the mutual security program 
in its concept and execution is intended as an instrument of the foreign 
policy of the United States, (2) the Mutual Security Act grants broad 
authority to the President in the scope of activities and the use of 
funds, and (3) the funds authorized are of substantial magnitude, and 
one gets a fair idea of the difficulty facing the congressional committees 
in evaluating the presentation submitted each year by the agency in 
support of its request for authorization and appr opriation of funds. 
Yet, such an evaluation by the committees is necessary if any meaning- 
ful control of funds is to be exercised by the Congress. 

It has been in recognition of these conditions that the General Ac- 
counting Office has actively focused attention over the past several 
years on the need for improving the form and content of the annual 
presentation to facilitate the task of the congressional committees in 
making a considered judgment as to the reasonableness of the proposed 
program. 

Our interest in this subject has been manifested in our reports to the 
Congress and its committees concerned with mutual security affairs, 
and in more informal communications with the agency. In each of 
our annual reports to the House Committee on Appropriations, on 
significant findings developed in our audits, and other examinations; 
in our report to the Congress in June 1955 on our Study of Obligat- 
ing Bases and Related Administrative Practices; and again last May 
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in our statement to the Senate Foreign Relations Committee we em- 
phasized the need for a better program presentation to facilitate an 
understanding and considered evaluation of the agency’s past and 
proposed operations. 

Over the same period we have worked closely with the agency 
through informal discussion and correspondence, exchanging views 
and offering suggestions as to individual segments of the presenta- 
tion. The agency in turn has given continued attention to the pres- 
entation and each year has in varying degree revised, expanded, con- 
tracted, and streamlined its form and content as it saw fit to conform 
to changes in the character and objectives of the program and to what 
we understand have been expressed or implied views of congressional 
and other responsible bodies. 

In line with this informal working relationship we decided, after 
reviewing the presentation for fiscal year 1957, to set down some spe- 
cific suggestions for the guidance and consideration of the agency in 
formulating future presentations. This took the form of » memoran- 
dum which was transmitted to the Director, International Coopera- 
tion Administration, on January 9, 1957, and which we understand 
is the basis of the subcommittee’s inquiry. 

We fully recognized that our suggestions represented only our own 
thinking on the subject. The answer to what constitutes a presenta- 
tion that enables reasonable understanding and evaluation is largely 
a matter of opinion. We have no knowledge of what the individual 
committees desire, specifically as to the type of information or the 
form in which it should be submitted. It may be that among the 
committees opinions differ as to what is necessary for consideration 
within the time fixed by the committees for their deliberations. We 
are not certain in some cases whether and how much additional effort 
might be required to accumulate the data underlying our suggestions. 
Nevertheless, we feel that our thinking as to what should be included 
in the presentation should receive serious consideration. 

In our report on Obligating Bases and Related Administrative 
Practices, we drew attention to the fact that while programs and 
funds therefor were authorized and appropriated for designated types 
of activities, much of the funds were used for special purposes not 
specifically provided for in the legislation or if provided were insuffi- 
cient for the needs of the program. This was possible because of the 
broad authority given to the President to transfer funds between ap- 
propriations and to use funds for purposes w hich he may determine 
to be in the security interests of the United States. This situation 
served to hamper sound program planning since it was necessary to 
hold in reserve funds authorized and appropriated for designated 
activities to meet special purposes which might arise. It likewise com- 
plicated accountability in terms of relating the utilization of funds 
to the activities for which they were authorized. 

We recommended to the Congress that it consider revision of the 
Mutual Security Act to establish the program into two broad and 
separate categories which correspond to the utilization of funds: 

1. Plannable activities representing the regular forms of assistance 
designated as defense support, and economic, technical, and develop- 
ment assistance; and 

2. Unforeseeable activities consisting of those actions, programs, or 
events as may be determined by the President and for which funds 
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have heretofore been drawn from appropriations for activities in 
category 1. 

Funds would be authorized and appropriated separately for each 
category and in the latter case would be in effect a contingency fund 
for use by the President as he may determine to be in the security 
interests of the United States but for which notification to congres- 
sional committees as specified in existing legislation would be required. 

We pointed out that under the recommended realinement the need 
for the transfer authority (sec. 501), and the broad authority for 
the use of funds permitted by other provisions of the act, would be 
minimized and possibly become unnecessary; and that by reason 
thereof the statute would be simplified for clearer understanding, ac- 
countability would be less complicated, and the whole process of 
planning, programing, and administration would be strengthened. 
Other benefits could be expected ; for example, more timely utilization 
of funds for plannable activities, and a more specific and comprehen- 
sive annual presentation; and, also, more ready identification of the 
amounts and description of funds used for special purposes. 

It was not our thought that the recommended realinement would 
necessarily bring reductions in the amounts authorized and appro- 
priated, since the presentation as it has been made may be said to 
represent, in its entirety, plannable activities. This presentation, how- 
ever, simply meant that to the extent that funds were needed for 
unforeseeable activities, plannable activities in equivalent amount 
should not be undertaken. The Congress would, of course, determine 
the amounts to be authorized and appropriated for each category. 

Shortly after the release of our report, the Congress authorized, in 
the Mutual Security Act of 1955, a special Presidential fund of $100 
million and this amount was appropriated for fiscal year 1956. A 
similar amount was authorized and appropriated for fiscal year 1957. 
Another Presidential fund for Asian economic development was au- 
thorized in the amount of $200 million by the 1955 act, of which $100 
million was appropriated for fiscal year 1956 to remain "available until 
June 30, 1958. The transfer and other broad-use provisions, which 
we suggested might be reduced, or discontinued, were left unchanged. 

Our latest information shows that the special ‘Presidential fund for 
1956 was substantially obligated in full in that year, and in addition 
approximately $69 million of funds appropriated for designated activ- 
ities were used for special purposes under sections 401 “(a) and 501 
of the act. We do not know at this time how much further funds 
may be drawn from appropriations for designated activities to carry 
out the purposes of Senate Joint Resolution 19 (to promote peace and 
stability in the Middle East) for which up to $200 million was author- 
ized from available mutual security funds. Of the Asian economic 
development fund about $29 million has been allotted as of January 
31, 1957, of which some $4 million has been obligated. 

This concludes my statement, Mr. Chairman. 

I have with me Mr. George H. Staples, and Mr. Frederick K. Rabel, 
of our Civil Accounting and Auditing Division, who are directly 
aude for our work at ICA. We will endeavor to answer any 
questions you or the other members may have, and to otherwise assist 
your subcommittee on its inquiry 

Mr. Harpy. Mr. Campbell, the committee appreciates your presence, 
and the statement you have just made. 
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There are 1 or 2 questions that have occurred to me in connection 
with your statement that I would like to ask you to comment on a little 
further. 

At the bottom of page 4, and at the top of page 5 of your statement 
you pointed out that GAO had recommended revisions of the Mutual 
Security Act to the Congress; was that recommendation made to the 
Foreign Affairs Committee ? 

Mr. Camrsetn. The House Foreign Affairs Committee ? 

Mr. Srarrtes. That was contained in a report, Mr. Chairman, that 
was submitted to the C ongress. 

Mr. Harpy. Chances are that report 

Mr. Srartes. A copy of that report went to the House Foreign Af- 
fairs, to the 2 legislative committees and to the 2 appropriation com- 
mittees. 

Mr. Harpy. The thing I was trying to understand was whether GAO 
has any knowledge of any specific attention given to that recommenda- 
tion by the Committee on Foreign Affairs in its deliberation on mutual 
security legislation. 

Mr. Stapies. We have no direct knowledge to what extent, if any, 
the House Foreign Affairs Committee considered that particular rec- 
ommendation. 

Mr. Harpy. In any event, the Comptroller General’s Office was not 
called upon to testify in connection with such a recommendation. 

Mr. Campsety. Reports of this kind, Mr. Chairman, go up to the 
Speaker of the House, and to the President of the Senate. 

Mr. Harpy. I understand that. 

I know they are referred by the Speaker. 

The question I was trying to understand was whether GAO had any 
knowledge of any specific consideration being given to such a recom- 
mendation by the Foreign Affairs Committee. If the F oreign Affairs 
Committee had actually giv en any close attention to the recommenda- 
tion I should think the Comptroller General would have been asked 
to testify. 

I take it that such was not the case. 

Mr. Straptes. We were not asked to testify by the Foreign Affairs 
Committee in that case. 

Mr. Meaper. Mr. Chairman, will you yield to me on this very point? 

Mr. Harpy. Certainly. 

Mr. Meaper. Mr. Staples, what was the date of that report ? 

Mr. Srapies. June 10, 1955. 

Mr. Meaper. You are talking about the study of obligating bases? 

Mr. Srarres. That is correct. 

Mr. Meaper. Has that ever been printed as a public document to 
your knowledge? 

Mr. Straptes. To my knowledge, it has never been printed as a public 
document. 

Mr. Mraper. Was it referred to some committee by the Speaker 
of the House ? 

Mr. Camppety. Mr. Meader, we send copies of the report to any com- 
mittee which has an interest in this problem. 

Mr. Harpy. Well, the point about that is, such reports would go 
officially to the Speaker, and the Speaker w ould refer them. I don’t 
know what happened in this particular case, but certainly, the sub- 
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ject matter is one which should have been of interest to the Committee 
on Foreign Affairs when it was considering extension of the foreign 
aid program. It may be that the thing just escaped their notice. We 
do get so much data up here that sometimes that happens. 

I want to try to see to it that it doesn’t escape the notice of the 
Congress now, that is why we are meeting. 

Mr. Cawrsenn. Mr. © hairman, I am not sure whether we made 
this clear: Our reports go to the Speaker, and to the President of the 
Senate. They also go ‘directly to Appropriations on both sides, to 
Foreign Affairs, to Foreign Relations, and to the Senate and House 
Government Operations. 

Mr. Harpy. Do they go simultaneously to the Speaker of the House, 
the President of the Senate and the committees you listed ? 

Mr. Srapues. It is our general practice with all of our reports we 
send to the Congress, addressed to the Speaker of the House, and the 
President of the Senate, to simultaneously send copies of those reports 
to the 2 Government Operations committees, the 2 Appropriations 
Committees, and usually the 2 legislative committees having juris- 
diction. 

Mr. Harpy. That being the case, if this matter escaped the atten- 
tion of the Committee on Foreign Affairs, it must have been due to 
the fact that the staff didn’t get around to studying it fully before 
thev held the hearing on the bill. 

I presume that must have been the case. 

Dida copy ie at report go to the ICA? 

Mr. Sraptes. Yes, sir, Mr. Chairman; that also is our practice. 

fr. Harpy. “Did they make any response to it? 

Mr. Sraries. They made no ‘direct response after .he report was 
released, no. 

Mr. Harpy. Did they make any indirect response to it ? 

Mr. Srapies. Nothing that I can remember. 

Mr. Harpy. In other words, they took no formal notice of it at all; 
is that right ? ¢ 

Mr. Srartes. No formal notice: no, sir. 

Mr. H irpy. Did they take any informal notice of it ? 

Mr. Srapues. It took various forms; they did request a large num- 
ber of additional copies from us of this report, which I presume they 
intended to distribute among their organization, to study it. There- 
after, we have had in the course of our day-to-day relations with them 
many Jifferent discussions, some of which involved matters contained 
in this report, but it wasn’t anything like a formal reply to this report 
in which they recounted their observations, 1, 2, 3. 

Mr. Harpy. In other words, they have never replied formally or 
taken exception to anything you have said in there. 

Mr. Srartes. Not formally; no, sir. 

Mr. Harpy. Are there any further questions on this point? 

Mr. Srartes. I might say, Mr. Chairman, informally, if my recol- 
lection is correct, they haven’t agreed with us on the possibility of min- 
imizing or curtailing the transfer authority and broad-use authori- 
ties contained in the act. 

Mr. Harpy. They haven’t indicated any inclination to follow such 
a recommendation ¢ 
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Mr. Srapues. I think it is a little stronger than that. In my con- 
versations with them, they indicated they didn’t quite agree with us 
on that. 

Mr. Harpy. That is not surprising, either. None of us likes to have 
someone operate on our purse strings. If we are operating loosely, 
those things continue. 

There is one other question, Mr. Campbell, that occurs to me in con- 
nection with your statement in the next to the last paragraph. You 
make a distinction between allotting funds and obligating funds. How 
long have we been using that dual pr rocedure ? 

Mr. Srapres. Well, “that is an internal procedure, Mr. Chairman, 
whereby they merely’ program a certain amount as representing the 
intention of the agency at that time to use the funds for a certain 
given purpose. 

Mr. Harpy. They haven’t got any more idea, usually, of what they 
are going to eventually do w ith them than they did when they made the 
presentation to the Congress; is that it ? 

Mr. Srapies. With respect to the amounts they x0 allot—maybe 
“allot” is not the best word to use; “programing,” or “setting aside” 
might be a better term—as to that money, they genet rally have a specific 
purpose in mind or a specific program in mind for which they set that 
aside. 

They set it aside pending the completion of negotiations in order to 
finalize whatever the program is. 

Mr. Harpy. I understand that that is what they do. The term 
“allot,” though, it seems to me, is relatively new in our method of 
handling appr opr iated funds, I had heretofore understood what they 
meant when they obligated funds and had set them aside for a specific 

roject, but I am having a little trouble with this new nomenclature. 
am not sure there is a basis for that having any significance, unless it 
is purely for operational purposes within the agency. 

Mr. Startes. That is correct. 

Mr. Campsett. Mr. Chairman, the system of allotments throughout 
the Government today internally is quite common. It is a very broad 
kind of a procedure, but they do, in general, make allotments for vari- 
ous kinds of activities. 

Mr. Harpy. I had gotten the impression that perhaps ICA was 
using such a proc edure for the purpose of keeping some appropria- 
tions back. M: aybe some other agencies do that, too; I don’t know. 

Can they avoid lapsation of an appropriat ion ? 


STATEMENT OF GEORGE STAPLES, ASSOCIATE DIRECTOR, CIVIL 
ACCOUNTING AND AUDITING DIVISION, GENERAL ACCOUNTING 
OFFICE 


Mr. Sraries. Not by that means; no. That is merely for their own 
internal purposes, so they will know how much of the total funds they 
have not yet programed or decided what they were going—specific ally, 
what programs they were going to undertake. It is to avoid the pos- 
sibility of overobligating. 

Mr. Harpy. Any further questions from the subcommittee? 
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Mr. Meaper. I was going to ask Mr. Staples if they had any dis- 
cussions with the International Cooperation Administration prior to 
the release of this study of obligating bases? 

Mr. Srapies. Yes; we did. 

Mr. Meaper. Did they have any fault to find with your recommen- 
dations in that discussion prior to your release of that document? 

Mr. Srarrtes. Well, as 1 remember, they went along with us on 
pretty much everything, except the matter having to do with their 
transfer of funds and broad-use authority. I don’t believe they raised 
any serious objection to the rest of our report. 

Mr. Harpy. Are you through ? 

Mr. Meaper. Yes. 

Mr. Harpy. Go ahead. 

Mr. Brownson. Mr. Chairman, I would like to ask Mr. Campbell 
one question. On the bottom of page 5 of his prepared statement the 
observation is made, quote: 

It was not our thought that the recommended realinement would necessarily 
bring reductions in the amounts authorized and appropriated, since the presen- 
tation as it has been made may be said to represent, in its entirety, plannable 
activities. 

If that is true, wouldn’t it seem logical that in the future this might 
actually increase the amount of funds asked for, since they bia 
would ask for the entire amount for the plannable activities whic 
they had in the past, then put in an additional amount representing 
the unforeseeable activities / 

Mr. Campset. I don’t think it would necessarily follow, but there 
may be some merit to it. 

Mr. Brownson. If both were included in one category in the past, 
and if you were to include both categories in the future, it would seem 
that ICA would almost have to ask for an additional amount over 
their plannable activities to protect themselves. 

Mr. Campsett. This would not mean a third category. There are 
now two categories. 

Mr. Brownson. As you say, to the extent funds were needed for un- 
foreseeable activities, plannable activities in equivalent amount should 
not be undertaken. What I am trying to figure out is how you are 
going to work this out so one is subtracted from the other, and not 
added to the other. 

Mr. Sraptes. It wasn’t our intention that we would try to prescribe 
the amounts which the Congress would appropriate for each one, each 
category. It is conceivable that it could have resulted in an increase 
in the agency’s request. Now, from that standpoint, it would be up to 
the Congress, and the Congress would decide how much they would 
appropriate or authorize for the plannable activities, and it was our 
thought that they would take into consideration how much they had 
previously used out of the total request or amount authorized for plan- 
nable activities, and how much of that had been used for special pur- 
poses. Now, the contingency fund that we recommended would not 
necessarily be an authorization to obligate, but, if there were no special 
purposes that arose, or no emergencies, presumably, none of it would 
be obligated. 
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Mr. Brownson. But you do state it is entirely foreseeable that the 
adoption of these recommendations would result in a higher overall 
budget request. Of course, Congress will work its will on that budget 
request, as they do on any budget request. 

Mr. Sraptzs. In that connection, I might say, following that report 
the Congress did authorize a special Presidential fund. Whether or 
not Congress in doing that reduced the request for plannable activities, 
I don’t know. But they did establish this Presidential fund, which 
carried out the thought we had in mind. 

Mr. Harpy. I am a little intrigued by this. We talked about ICA’s 
contention that all of their presentation represents plannable activi- 
ties. If we use this so-called project basis and say, “Here is a 
project to build roads in Afghanistan,” I suppose under this terminol- 
ogy you might say that is plannable. 

Mr. Srapies. We would have to acknowledge it is a plannable ac- 
tivity. 

Mr. Harpy. But, if we required that it be put on a project basis, 
there would have to be justification for the individual project as 
planned, would there not ? 

Mr. Staptes. That is correct. 

Mr. Harpy. Now, do you have any ideas as to the percentage of the 
presentations that have been made in this category that ICA could 
actually present in a project form and actually show a plan of action 
that saaneaed on some realistic presentation and not just some figures 
somebody picked out of a hat ? 

Mr. Srarixs. In the last year, in 1956, I think, in preparation for 
their 1957 program, they had developed quite a lot of underlying in- 
formation regarding their individual projects. Now, whether or not 
anyone would consider that to constitute complete, adequate evidence 
of a planned program, I think, would be a matter of opinion. We 
did not examine those in detail to make that kind of a determination. 

Mr. Harpy. So, you don’t know actually whether the presentations 
could have been supported on a project-by-project basis to indicate 
reasonable planning ? ; 

Mr. Sraptes. I do not know directly, but I do know they had quite 
a wealth of information behind their individual projects. Now, just 
how much, I don’t know. Whether or not it would have satisfied an 
adequate determination that they did have a well-thought-out plan 
for each project, I can’t say. mith 

Mr. Harpy. It seems to me that you are still dealing in such gen- 
eralities that the Congress can’t possibly get any notion as to the de- 
sirability or the wisdom of providing funds for a specific type of 
project. We just set up an agricultural program. W e have a sweet 
time getting away with that in our domestic appropriations. 

Mr. Sraprrs. I think that is the point of our memorandum, the point 
of our thinking on that particular subject, in that what they present to 
the Congress does not represent all the information that they have. 
That is what T have just been trving to get over to you. What they 
present to the Congress, we do not believe constitutes an adequate basis 
upon which an evaluation can be made. 

Mr. Harpy. Yes. ; ' 

Mr. Brownson. Mr. Chairman, the thing that bothers me is the 
possibility that this is just going to create another cubbyhole into 
which these expenditures and appropriations requests can be funneled 
if this is carried through to its ultimate conclusion. 
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Mr. Harpy. That doesn’t bother me, for this reason: When we 
embark on this type of an approach, I think we would have to insist 
that there be a detailed presentation, and I haven’t any notion that 
a majority of these projects can be supported in a fashion that the 
Congress would approve on an individual basis. That is the type of 
presentation which, it seems to me, we must look toward. 

Mr. Brownson. I certainly agree with the chairman on that point. 
What I am afraid of is those projects which cannot be defended on 
an individual basis will then be thrown over into the blanket ‘ 
foreseeable activities” category. 

Mr. Harpy. I can be pretty sure the gentleman will try to whittle 
those down. 

Mr. Brownson. We have been working on that project for some 
time now, ourselves, Nothing, however, may I say, is as unforeseen 
as an unforeseeable activity. 

Mr. Harpy. Anything further, Mr. Meader? 

Mr. Mraper. On another subject, I would like to ask a question. 

Mr. Harpy. All right. 

Mr. Mraper. I would like to ask Mr. Staples whether the General 
Accounting Office, in its review of the expenditures of the ICA, has 
any knowledge of the amount of funds that have been expended by 
ICA or the State Department on two activities. 

Mr. Harpy. Mr. Meader, if I might interrupt you just a minute, 
I don’t want us to get too far afield here now, because Mr. Staples has 
a presentation, I believe, haven’t you, Mr. Staples? 

Mr. Srapies. No; I do not, I have no prepared presentation. 

Mr. Harpy. Go ahead. 

Mr. Meaper. That is, publicity and propaganda activities promot- 
ing the foreign aid program, and also any funds expended on public- 
opinion surveys. 

Mr. Sraprtes. Mr. Meader, my understanding is that this is no 
longer carried on within the mutual-security appropriation at all. 
That is carried on primarily through the United States Information 
Agency, which is a separate agency, and for which a separate appropri- 
ation is made. 

Mr. Mraver. Well, do you have access to such figures at the Gen- 
eral Accounting Office, if there are any expenditures made by ICA 
or State Department, either on publicity and propaganda, or on pub- 
lic-opinion surveys ? 

Mr. Srapres. I don’t know whether or not USIA maintains any 
segregation in its accounts for propaganda and publicity in respect of 
specifically the mutual security program as distinguished from other 
types of purposes for which there is publicity. But if there is, I think 
that we would be able to ascertain it. 

Mr. Meaper. I might say—— 

Mr. Srapies. We have made audits of the USLA, but we have not 
attempted in our audit work to distinguish between the types of pub- 
licity in respect of the mutual security program. But I think if that 
information is available within the agency, we could ascertain it. 

Mr. Mreaver. I might say that this matter was brought to my atten- 
tion just this morning by a colleague, Congressman Lipscomb from 
California, a member of this full Committee on Government Opera- 
tions but not of this subcommittee, who has, over a period of time, gone 
to some trouble to find out how much the State Department, or the ICA, 
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or both of them have expended on contracts with research services 
for public opinion surveys, and also, and this was not so much what he 
had done, I am interested in finding out what expenditures they make 
for personnel and other expenditures for propaganda purposes. 

I have noticed a series of articles running in the Star, and there have 
been other articles, on the popularity of the foreign-aid program 
which, believe me, have been in part stimulated by officials within the 
State Department or ICA, and I am asking you of the General Ac- 
counting Office whether or not you have access to the figures and the 
amounts of money spent by the State Department, ICA, or USIA, on 
this propaganda activity, including public opinion polls and surveys. 

Mr. Srarues. If there are such figures, I have no reason to believe 
that we would not have access to them, Mr. Meader. 

Mr. Mraper. Could you obtain them and furnish them to the com- 
mittee ? 

Mr. Sraptes. We will inquire into that, and if we can get them, we 
will be glad to give them to you, sir. 

Mr. Brownson. There was one survey in particular, Mr. Chair- 
man, which was conducted throughout the United States, which has 
recently been printed in the newspapers of the Middle West, and in the 
New York Times. It indicates that the Middle West has a very strong 
bias in favor of foreign aid, which is rather surprising to me since 1 
represent 610,000 people in the heart of that area. 

I would particularly like to know how much it cost them to arrive 
at that startling conclusion ? 

Mr. Harpy. The gentleman doesn’t want him to give a breakdown 
which would show a specific response from your district. 

Mr. Brownson. I would appreciate it but I’m afraid that’s impos- 
sible. I think it would be a duplicate of my mail anyway. As a 
matter of fact, most of those who are writing to me against foreign 
aid are sending reprints of Readers Digest articles at the present time. 

Mr. Harpy. Mrs. Kee, do you have any questions? 

Mrs. Ker. No, Mr. Chairman. 

Mr. Harpy. Mr. Knox, do you have any questions at this point? 

Mr. Knox. No, sir. 

Mr. Harpy. Mr. Blatnik. 

Mr. Biatnik. No questions. 

Mr. Harpy. Go ahead. 

Mr. Reppan. Mr. Staples, for the record, will you just state what 
your duties are over at GAO? 

Mr. Srapies. I am Associate Director of the Civil Accounting and 
Auditing Division. I am directly responsible for our audit work at 
the International Cooperation, among other assignments. 

Mr. Reppan. Do these duties include direction of country program 
audits ? 

Mr. Staptes. That is right, as part of our audit work at ICA, we 
make audits of country programs. 

Mr. Reppan. Are there any particular areas of the world in which 
your staff has been active in the past, say, 2 or 3 years? 

Mr. Srartes. Oh, the past 2 or 3 years, we have concentrated most 
of our country attention to the Middle East and the Far East. Of 
course, that represents the area where most of the money is being spent 
these days. 
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Mr. Reppan. I see—what reports have you issued on those coun- 
tries 

Mr. Srapres. Well, we have issued reports on India, Pakistan; 
India, I think in 1954, Pakistan in 1955; and Iran in March of 1956, 
and shortly thereafter, we had reports on Egypt, Lebanon, Israel, 
those are the last country reports that we have put out. Israel came 
out in September, 1956. 

Mr. Reppan. Now, Mr. Campbell indicated certain reports that you 
had put out from time to time. He mentioned the obligating bases 
report. That isa different type of report ? 

Mr. Srapries. That was a study of the agency overall in the area of 
its obligating bases and related administrative practices. 

Mr. Reppan. Are any other reports put out which would not be 
classified as area reports, or country reports ? 

Mr. Sraptes. Well, as the occasion might arise, or as we got around 
to it, we put out a report on the movement of migrants program, 
which is not confined or restricted to any one country; it is a world- 
wide program. 

Then, of course, we have our annual reports on the status of appro- 
priations under section 1311, the Supplemental Appropriation Act. 

Mr. Reppan. Had you completed any of your reports in the Middle 
East area prior to the time that your obligating bases report came out ! 

Mr. Sraptes. India was released, I believe, in 1954, but I think that 
is the only one that was released prior to the release of our report on 
obligating bases. 

Mr. Reppan. In your obligating bases report, you report on a list 
of the deficiencies set forth on page 9 of that report. 

Could you tell the committee whether the deficiencies appear to be 
more or less common in the Middle East countries which you had 
examined ¢ 

Mr. Srapies. Generally, those which have application to individual 
countries, I think we found that that condition existed at the time or 
had existed up to the time that we made our examinations of those 
individual countries—existed, of course, in varying degrees. 

Mr. Reppan. Did you find that that pattern of administrative 
deficiencies in any way lessened the reliability of the Agency’s budget 
presentation to Congress ? 

Mr. Sraptes. If you mean mathematical reliability, it did have some 
effect on that, but I think the greater effect or more important effect 
on what you would call the reliability of the budget presentation would 
be those deficiencies which did not tell the full story of the status of 
operations, and the progress that had been made with respect to 
various programs. 

Mr. Reppan. And to that extent it would be deficient as a yardstick 
against which Congress could measure performance ? 

Mr. Sraptes. I think it would handicap that; yes. 

Mr. Reppan. As I understand from your previous testimony, these 
reports were all submitted to either ICA, or its predecessors, over the 
years ¢ 

Mr. Staptes. That is correct. 

Mr. Reppan. I notice in going through these various reports that 
you state from time to time that there have been improvements in 

91999—57——2 
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budget presentation. However, in your memorandum of January 
1957, which was submitted to ICA, there was a list of deficiencies, and 
I want to ask you whether or not those deficiencies, pointed out there, 
have been recurring over the years? 

Mr. Srapres. Genet ‘ally speaking, I think Mr. Reddan, most of the 
things we talked about here as suggestions for consideration by the 
Agency to incorporate in their presentation have existed over a number 
of years. Their importance might have been greater or lesser in any 
given year, but generally they have been common to the program 
presentation over the years. 

Mr. Reppan. And they are things which you have brought to the 
attention of ICA over the years? 

Mr. Srapies. Yes; we have. 

Mr. Meaper. Mr. Chairman, I would like to ask a question at that 
point. You are referring to this memorandum of January 9, 1957? 

Mr. Reppan. That is right, sir. 

Mr. Meaper. I notice on the first page of that memorandum at the 
bottom it says: 

We were pleased to note certain suggestions which we had previously made 
had been partially or entirely adopted. 

Could you specify what suggestions you made that were entirely 
adopted and those that were partially adopted ? 

Mr. Srartes. I think it would be difficult to say “those entirely 
adopted,” to make that distinction. I think that one thing is—they in- 
cluded some data on local currency which we had been urging them to 
do, the use of counterpart funds, and the like of that, which pre- 
viously had not been contained in their budget presentation. Also, in 
their 1957 presentation, they included a list of individual projects and 
certain information about those which we had been urging for a num- 
ber of years. 

Now, they didn’t include everything we thought they should, but 
they did include that, and we thought it was a step in the right direc- 
tion. In other respects, they have inc luded information on the amount 
of funds deobligated and reobligated, in their general overall summar y 
of utilization of funds. 

They have also included, I believe, at our suggestion, amounts 
indicating funds transferred between one appropriation and another, 
and funds used for special purposes. 

They have done that in their overall summary, which we thoucht 
was a step in the right direction, and which we had been encouraging 
them to do. 

I mean those are the things that I can immediately think of, and 
there were probably others. 

Mr. Meaper. Now, with respect to your suggestion for their budget 
presentation for 1958, do you know whether they are paying any at- 
tention to your recommendations in the preparation for justifying 
their budget requests for this coming fiscal year? 

Mr. Srartrs. IT do not have knowledge of that, Mr. Meader, but 
Mr. Hollister wrote us after he had received that January 9 memoran- 
dum and told us that he had assigned our suggestions to his staff for 
consideration to determine wherein they could be applied and utilized 
in their preparation of the 1958 program presentation, and possibly 
in subsequent years. 
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Mr. Mrapver. Do you have any facilities for following up recom- 
mendations such as you made in your memorandum of ~ January 9% 
Do your people work currently with the ICA people in the prepara- 
tion of their budget presentations ? 

Mr. Startes. No. We don’t get closely into the stream of that, Mr. 
Meader, because while they are preparing their whole budget, and it 
Is going through the process, everything is pretty much in a 1 fluid con- 
dition all the time right up until the end of it. We don't usually get 
close io it until after it has been prepared and sent up to the Congress. 

Mr. Mraper. That is all. 

Mr. Sraries. I might add that Mr. Hollister has stated in his 
acknowledgement to us _ at sometime within the next 2 months, which 
was 2 months after February 6, that he would forward to us a de- 
tailed statement of the action that had been taken with respect to each 
of our recommendations, both as to programing and presentation. 

Mr. Mraper. That is about due, then, isn’t it, Mr. Staples / 

Mr. Svartes. It is about due; yes. 

Mr. Meaper. But you haven’t yet received it? 

Mr. Sraprtes. We haven’t yet received it. 

Mr. Reppan. I had planned to ask you this a little later, Mr. Staples, 
but since it follows along with Mr. Meader’s question, I will ask you 
now. What were your findings, briefly, in this budget memorandum 
which you sent in January of 1957 to ICA? 

Mr. Sraries. Do you mean specifically, Mr. Reddan ? 

Mr. Reppan. Yes, on page 2, you have them listed there. Perhaps 
to save time I might point them out and ask you if these are the sum- 
maries. No. 1, possible over programing for project type aid, and No. 
2, more comprehensive presentation of proposed program. 

Mr. Srapies. Those were the two general categories discussed 
that memorandum. 

Mr. Reppan. In line with Mr. Meader’s question, I would like to 
refer you to a memorandum which you made on the examination of 
1955 budget presentations. 

Do you have a copy of that with you, sir? 

Mr. Srapues. Yes; I believe I do 

Mr. Reppan. That was submitted to ICA back in December 1954; 
was it not? 

Mr. Straries. November 12. 

Mr. Reppan. November 1954. 

Mr. Sraptes. Yes. 

Mr. Reppan. What was the first item you had on that memorandum 
to bring to the attention of ICA? 

Mr. Srapres. As I read it here, the size and scope of the proposed 
programs. 

Mr. Reppan. That included overprograming; did it not? 

Mr. Srapres. It included a reference, yes, to what we called then 
overoptimistic programing. 

Mr. Reppan. That is the same thing you are bringing to their 
attention now ? 

Mr. Srapies. We are suggesting the possibility from a certain 
number of examples we looked at that there might possibly be over 
programing. We did not get into the details behind it, to be able to 
verify directly that it would be overprograming. 
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Mr. Meaper. Mr. Chairman, might I ask a question ? 

Mr. Harpy. Yes. 

Mr. Mraper. I would like to have a little clarification of that word 
“overprograming.” Does that means they are asking for more money 
than they can possibly spend ? 

Mr. Srapies. Putting it this way, Mr. Meader, they are asking for 
more money than we think can be effectively used within the year of 
the appropriation to which it applies. Ultimately, they could use it; 
yes, sir. We don’t question that, but we feel that since the appropria- 
tion is an annual appropriation—we have no question about the size 
of the amount they ask for for a particular program—what we ques- 
tion is the timing of it, and the fact that in the overall we do not 
feel that they will be able to effectively use that amount of money 
within the year for which it is programed. 

Mr. Brownson. They just can’t give it away that fast, in other 
words? I mean even using modern mechanical equipment and the 
most efficiency, there is still a limit to which you can’t give away money 
any faster. 

Mr. Reppan. Well, with respect to that overprograming, it is not 
supported by evidence accumulated over the years that there is actu- 
ally money which they have not been able to spend or have not spent ? 

Mr. Strapues. Well, we feel there has been a pipeline—we feel there 
has been a lag in implementation of individual projects, sufficient in 
number to indicate that what they have laid out for themselves is 
somewhat overambitious to be done within a reasonable period of 
time. 

Mr. Reppan. We have gotten away just a little bit from this 1955 
memo. I wanted to ask you first if, in your review of the 1957 budget 
presentation, you came up with certain findings there which would 
help improve the budget presentation with respect to project type aid 4 

Mr. Srapies. Yes; we did. 

Mr. Reppan. In your memorandum on the 1955 budget, did you also 
come up with recommendations as to the method of presenting project 
type aid to the Congress ¢ 

Mr. Sraptes. I believe we did, yes, sir; on page 2, item 1, under the 
heading of “Form of Presentation,” we made reference there. 

Mr. Reppan. Aren’t those suggestions on the presentation of project 
type aid very similar to those recommendations as to presentation of 
project type aid which you have made in your 1957 presentation ‘ 

Mr. Staptes. Yes; I would say so. 

Mr. Reppan. And you are still recommending on the 1957 budget 
review practically the same thing you did in 1955 with respect to over- 
programing ¢ 

Mr. Srapies. I would say that we suggested the possible existence of 
overprograming. 

Mr. Reppan. Yes. 

Mr. Srapies. In the 1957 memorandum. 

Mr. Reppan. In response to Mr. Meader’s question as to what ICA 
was going to do with your present recommendations, I believe you 
quoted from a letter you had received from Mr. Hollister, saying he 
was giving it consideration and you would have a reply within a couple 
of months; is that right ? 

Mr. Sraptes. That is correct. 
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Mr. Reppan. On December 10, 1954, you received a letter from Mr. 
J. E. Murphy, the Controller of ICA, replying to a letter which you 
had written him on November 12, 1954, enclosing a copy of this review 
of the 1955 budget presentation. Do you have a copy of that letter 
with you? 1 

Mr. Sraries. Yes, I do. 

Mr. Reppan. What did Mr. Murphy say the ICA was going to do 
with the suggestion that you made 3 years ago? 

Mr. Srapies. Well, in substance, he said that they were going to 
review our suggestions carefully and where they were appropriate they 
would utilize them with a view to reflecting more accurately and 
comprehensively the 1956 program. ; 

Mr. Reppan. In other words, they said they were going to do then 
what they say they are going to do now, and you are still recommending 
that they do the same thing. Asa matter of fact, they haven’t imple- 
ap the recommendations which you made 3 years ago; is that 
right 


Mr. Srapves. As to the two you speak of, they haven’t entirely 
implemented those, no. 

Mr. Reppan. Did ICA give any indication that they were actively 
considering it, in other than this reply to your letter of November 12? 
In your conferences with them did they indicate that they were going 
to react favorably to your suggestion ¢ 

Mr. Srapies. Well, of course, subsequent budget presentations evi- 
denced they had adopted some of the recommendations we had made in 
November 1954. As to these two that you are referring to, the one of 
them having to do with project-type listing of projects, they have 
implemented that, at least part of the way, but they haven’t gore all 
the way with it. We think it can be amplified considerably more than 
the information that they showed in the 1957 presentation. 

Mr. Reppan. After your review of the 1955 budget presentation, 
your office had a number of conferences with ICA with respect to the 
formulation of the 1956 budget; isn’t that correct ? 

Mr. Srapies. Well, I wouldn’t say they were specifically for that 
purpose. We have conferences with them almost every day, and it 
covers a wide variety of subjects that come up, and interlaid and 
intertwined in that are many of the things that we talked about, which 
have a bearing upon their program presentation. 

Mr. Reppan. In your letter of November 12, 1954, to Mr. Murphy, 
the first paragraph you say: 

Early last summer we made a broad review of the mutual security budget 
presentation for the fiscal year 1955. With the preparation of the 1956 budget 
probably now at least in its preliminary stages, I thought it might be appro- 
priate and useful to apprise you of some observations which we have made in 
the course of the review. 

Then in your last paragraph on page 1 you state : 

We are considering the desirability of sending a copy of the attached 
memorandum— 
and the attached memorandum is your review of the 1955 budget 
presentation— 
to the Bureau of the Budget for its consideration in the examination of the 
budget presentation for 1956. In such case we would naturally point out to 


the Bureau that FOA has not indicated its reaction to the suggestions discussed 
in this memorandum. 
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As I understand it, you had been discussing it with them. I mean 
you had brought this to their attention some time before in an in- 
formal manner. 

Mr. Srapres. Well, I don’t know, prior to November 1954, I don’t 
know but aches we undoubtedly did have many discussions with them 
about their program presentation. This was the first time that we 
actually put down anything in writing, and passed it on to them. 
But this program pr esentation is something that enters into the stream 
of our day-to- day associations with the agency, in that many of the 
things that we talk about have a direct or indirect bearing on how 
they shall present it in their program presentation. 

Mr. Harpy. I would suppose that Congress was perhaps remiss in 
not having borne down on this a little harder. It is awfully hard to 
change an agency’s way of doing things. If they have gotten accus- 
tomed to a wide latitude, they don’t like anybody to tighten up on 
them. I think maybe we haven’t had as many strings tied to their 
activities as we should have had. I am frankly hopeful that we will 
do a little better about it, and I am glad to see that GAO has been 
conscious of deficiencies in presentations. But I have to arrive at this 
observation, based on what information we have now, and maybe in 
the course of these discussions we will have a basis for some modifi- 
cation of this reaction, but it does seem that compliance with sugges- 
tions made by the GAO has not been particularly noteworthy on the 
part of ICA. 

Mr. Srapies. Would you repeat that, Mr.Chairman? I didn’t quite 
hear you, Lam sorry. 

Mr. Harpy. I said, based on what information we have as of now, 
it doesn’t seem to me that ICA has made any noteworthy indication 
of compliance with the various recommendations that GAO has been 
making from time to time on this presentation matter. 

Of course, I suppose as we go along the degree to which they have 
made improvements will unfold, and I hope that it will be better 
than it looks on the surface to me now. I like to be an optimist 
as long as I can. 

Mr. Reppan. I would like to get back once more to your memo 

randum on the 1957 presentation, and refer to page 3 where you speak 
of the numerous program changes which are made in the c ountry levels 
of aid. What do you mean by the country levels of aid ? 

Mr. Sraptes. Well, a program is prepared for each country, and 
the total amount of that program constitutes the proposed or intended 
or tentative level of aid for that country. 

Mr. Reppan. In other words, the level of aid of a country is the 
amount of money they are going to get ? 

Mr. Sraptes. The total amount of money that is going to be pro- 
gramed for them. 

Mr. Reppan. How do they determine how much money a country 
is going to get ? 

Mr. Sraptes. I am afraid I can’t answer that, sir. 

Mr. Reppan. Do you know the types of considerations which go into 
determining—I mean the broad scope of determining that ? 

Mr. Srapies. Yes, generally. 

Well, generally speaking, I don’t know whether I can delineate all 
of them, or even most of them, because there are various security con- 
siderations that come into play and foreign policy considerations that 
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influence the level of aid, and there is consideration, I believe, sup- 
posedly given to the capacity of the country to absorb it, but beyond 
that it is : difficult for me to say, because there are changes made from 
time to time in the whole stream of processing and reviewing and the 
figure that comes out at the end you cannot trace the changes back to 
the figures from which they started. 

Mr. Reppan. The changes which take place, the changes you are 
referring to, are the changes which take place in firming up the 
budget, is that correct ? 

Mr. Srapies. Well, in reviewing and finalizing it; yes. 

Mr. Reppan. You are not talking about changes which might take 
place after the budget has been presented to the Congress? 

Mr. Srapies. No. 

Mr. Reppan. You are just referring to the one—— 

Mr. Srapries. That is right. 

Mr. Reppan. Is it important to GAO to know the basis on which 
changes were made ¢ 

Mr. Sraries. We look upon it this way. If we are to make any kind 
of an evaluation of the factors that enter into the determination of a 
level of aid, for such assistance as that might be to the Congress, we 
deem it necessary for us to know what were the changes made in this 
review screening or processing, and why those changes were made, 
what motivated them. 

Mr. Reppan. In other words, in order for you to make an intelligent 
evaluation of the operations of ICA you feel you should have the basic 
information which would reflect the reasons for changes prior to the 
establishment of level of country aid ? 

Mr. Srartes. We feel it should be available somewhere in the 
agency, so that somebody can ascertain what prompted each change 
along the way until it came out to the final amount which went up to 
the Congress. 

Mr. Reppan. And since this committee exercises postaudit func- 
tions, and to that extent our interests are the same as yours, the com- 
mittee would also need that type of information. 

Would that be reasonable to assume from your statement ? 

Mr. Sraries. That would entirely depend upon the wishes of the 
committee. 

Mr. Harpy. Of course, that is a rough one to ask Mr. Staples to 
comment on, because the committee sometimes uses things that GAO 
might not see any particular point in. I think the fact that they 
recognize a need for that information on which to make their own 
evaluation would also indicate that if we are going to make a similar 
evaluation we would have to have that information. 

Mr. Reppan. Where do you find that material within ICA which 
you need to make your evaluation ? 

Mr. Srapies. Well, as a matter of fact, as far as we could ascertain, 
they do not maintain any written record of the ch: inges that are made 
in the country levels of aid in any particular country program as they 
move it along. 

Mr. Reppan. Who can give you that information when you go to 
ICA and ask for it? How do you get it? 

Mr. Straries. We don’t get it. That is why we had to make that 
qualification in our memorandum. 
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Mr. Meaper. And is it your statement that so far as you know, 
they don’t have the information ? 

Mr. Sraries. So far as I know, Mr. Meader, it is not down in any 
written form which can be presented to us as evidence. 

Mr. Meaper. You have asked for the information ? 

Mr. Stapies. Oh, yes; we have tried to find out. 

Mr. Meaper. It hasn’t been because they want to keep it secret; 
they just don’t have it? 

Mr. Srapres. I don’t believe they have it. 

Mr. Reppan. Is any of that information kept in the field ? 

Mr. Sraprxs. There would be information in the field supporting 
the original program which comes in from the mission. 

Mr. Reppan. Copies of that do not come to Washington. There is 
no log book, so to speak ? 

Mr. Sraptes. The thing we are concerned about primarily is the 
information supporting changes that are made in the program presen- 
tation of a particular ‘country program here in Washington. As it 
comes in from the mission, it delineates the projects and. the various 
detail, adding up to the total program which that mission proposes 
for that year. 

Mr. Harpy. Let me see if I understand what we are talking about. 

You are talking about changes that are made in Washington in a 
particular project or program which was initiated in the field, and 
Washington changes that program before it submits it to the Congress ? 

Mr. Sraptes. That is right. In exercising their overall review re- 
sponsibility. 

Mr. Harpy. And you haven’t found any way to find out what con- 
siderations went into those changes, is that right ? 

Mr. Sraptes. That is right. 

Mr. Harpy. And there isn’t any documentation of those changes? 

Mr. Srapres. That is correct. 

Mr. Harpy. Do you have available to you the original of the recom- 
mended project that came from the field ? 

Mr. Srapies. Yes; we do. 

Mr. Harpy. You have that, and then you can’t reconcile that with 
the revised project as it was submitted to Congress ? 

Mr. Sraptes. That is right. 

Mr. Reppan. Then as I understand your testimony, Mr. Staples, it 
is to the effect that from the records available to you in ICA you are 
not able to determine how or why a certain amount of money was pro- 
gramed for a certain country ? 

In other words, vou don’t know why it was 30 million instead of 60 
million—or why it was 60 million instead of 2 million ? 

Mr. Srapres. That is right. And that results primarily from these 
changes—in large measure from these changes made in the initial 
program up to the time it goes up to the Congress. 

Mr. Harpy. One other question about these changes. Have you 
observed that they are more frequently raised or more frequently 
lowered ? 

Mr. Srapues. I don’t believe there is any pattern to it, Mr. Chair- 
man. Because, generally speaking, the agency works in a broad, esti- 
mated, overall ceiling, what will be the ceiling of the mutual security 

| program. It is largely a shifting between countries and between areas. 
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Mr. Harpy. If a project, to use an extreme, as Mr. Reddan has sug- 
gested, if a project came in calling for $30 million and was cut back 
to $2 million, it would be a rather extreme reduction, but unless there 
was some basis provided for it, how in the world would anybody know 
whether there was any justification ? 

Mr. Sraptes. I don’t say there isn’t any basis for it, or there isn’t 
any justification for it. It is just that we haven’t been able to find it 
in the records. They don’t maintain any records on the thing. Asa 
result, when we try to ascertain why a program which came in for 
$10 million suddenly winds up with either $8 million, $12 million, or 
$14 million, we don’t know what accounts for those changes. 

Mr. Knox. Mr. Staples, in that regard, in reviewing the congres- 
sional act, there must be a lot of flexibility within the congressional 
act to allow the transfer of funds from one country to the other, or 
from one project to the other. 

Mr. Sraptes. There is that, Mr. Knox, in the act; yes. What we 
are talking about is all the changes that are made by the agency within 
itself, in developing their presentation, which in the final analysis is 
probably not much different in principle from what goes on in many 
agencies, Department of Commerce, Department of the Interior, and 
all the bureaus within. 

There is a lot of shuffling around of estimates before they finally 
come up with their budget that they send to the Congress. This is 
pretty much the same thing. 

Mr. Knox. One further question. Your report of 1955, has there 
been a previous report submitted to ICA from GAO? 

Mr. Sraptes. On that particular subject, sir? 

Mr. Kwox. Yes. 

Mr. Sraptes. No; there was not. 

Mr. Kwox. This is the first report that has ever been issued, and as 
I understand the ICA has made no formal report to GAO on this 
report; is that right? 

Mr. Srartes. That is correct. But that was only the first report 
made on that particular subject. There were reports made to the 
agency on other matters. 

Mr. Knox. Has there been any informal report made from ICA? 

Mr. Srapies. No, sir. 

Mr. Knox. They have never come to your office and discussed this 
particular report ? 

Mr. Sraptes. Not after it is released ; no, sir. 

Mr. Knox. Not after it was released ? 

Mr. Sraptes. No, sir. 

Mr. Reppan. Mr. Knox, that was the obligating bases report you 
were referring to? 

Mr. Kwox. That is correct. 

Mr. Reppan. Just one more question on this type of information on 
program changes, Mr. Staples. 

Do you need that information to determine how effectively ICA is 
carrying out the purposes of the Mutual Security Act ? 

Mr. Srapies. Well, I think we need it, if we are to be able to deter- 
mine the basis for the level of aid, and how they arrived at it, using 
that as an integral part of the determination of whether or not they 
are carrying out the Mutual Security Act. 
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Mr. Reppan. And you need this to determine where the agency is 
going, so you can tell when they arrived, or whether or not they have 
arrived, 

Mr. Sraries. We do need that particular point. But in the deter- 
mination of the basis for the level of aid, I don’t know that the point 
that you make would be particularly pertinent to that. I might say 
my associates here are correcting me. If I have given the impression 
that there are no records of changes maintained, I would like to cor- 
rect that. What we mean to say is that there is no systematic record. 
There are scratch papers, and some records maintained, but we have 
found it rather impractical to try to make anything out of them in any 
coordinated sense. 

Mr. Reppan. Well, now, I would like to get along with your 
memorandum on the 1957 budget, Mr. Staples, and I would like to 
come to the item which you have headed “Possible Overprograming 
for Project-Type Aid,” which appears on page 3. 

I believe you have already stated in response to a question by the 
chairman that overprograming means that the funds requested have 
not been fully utilized during a current fiscal year; is that right? 

Mr. Starrs. That is correct. 

Mr. Reppan. Now, could you give the committee some examples of 
overprograming, and in that respect I want to state that as I under- 
stand it there are certain portions of these examples which refer to the 
figures appearing in the 1957 budget, and we have not as yet had them 
declassified. ICA is working on that at the present time. So any ex- 
ample you give which would include classified matter, if you will just 
eliminate the name of the country and any proper name in the project 
which would in any way identify it. 

Mr. Sraptes. Yes. 

Mr. Reppan. With that, would you give the committee some exam- 
ples of what you mean by overprograming ? 

Mr. Srartes. Well, in one project, in a particular country, we no- 
ticed that they had programed $7.357,000 for 1957. This was a con- 
tinuing project for which $12.3 million had been obligated at March 
31, 1956, from funds which had been appropriated annually back to 
1954 and prior. 

At March 31, 1956, only $300,000 had been expended and $2.8 million 
was unsubobligated. So we felt in the light of that particular finan- 
cial situation it seemed unlikely that they could use $7,350,000 in 1957 
productively. At least, there was a question in our minds as to whether 
or not that was feasible. 

Mr. Brownson. Mr. Chairman, at that point, I wonder if the gen- 
tleman could give us a definition of the word “unsubobligated.” It isa 
phrase I find some difficulty in understanding. 

Mr. Sraptes. I will do my best, Mr. Brownson. ICA, in its project- 
type aid, obligates on the basis of a project agreement which it exe- 
cutes with a particular country for a particular project, building a 
dam, a fertilizer plant, or what have you. That creates the obligation, 
and puts it on the books, but it doesn’t do anything in the way of im- 
plementation. Thereafter, the ICA, at the appropriate time, or when 
they are ready, and when the recipient country presumably is ready, 
will issue authorization for carrying out particular parts of that proj- 
ect, such as they will authorize them to negotiate with an engineering 
firm for the engineering services. They will authorize the procure- 
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ment of particular equipment that has to go into that plant, and so on 
down the line. They will authorize the contracting for maybe par- 
ticular technicians. Now, as each one of those authorizations is issued, 
that is what is known asa subobligation. 

Mr. Brownson. So, in other words, when you say unsubobligated, 
you mean we have obligated it to the country on an overall program, 
but the country has not signed a specific contract to spend that money ; 
is that the point ? 

Mr. Srapies. It means ICA has not issued the authorization to the 
particular country telling them they can go ahead with a specific part 
of that project. 

Mr. Brownson. We have O.K.’d the overall dam, for instance, but 
we haven’t said to the country “You can sign the contract for the 
foundation” ? 

Mr. Srapies. That is one way of illustrating it. What we look upon 
there is that that is in a measure an evidence of the preparedness of 
both sides to go ahead with the project, and that anything that is un- 
subobligated means that they haven’t even reached that stage of agree- 
ing upon issuing an authorization to go ahead with the implementation 
of it. That is the reason why we put a certain degree of importance 
upon the terms unsubobligated. 

Mr. Brownson. Thank you very much. 

[think itisalovely word. I wonder who invented it. 

Mr. Sraptes. I don’t know who invented it, Mr. Brownson. 

Mr. Brownson. You could put prefixes on top of prefixes, and we 
could get a real good word before we got done with this thing like 
postunsubobligated. 

Mr. Sraptes. It is one thing, as far as my knowledge goes, which is 
peculiar to ICA, and it is peculiar because of the manner in which 
their funds are obligated in the first instance. 

Mr. Brownson. And then we could go on and make it nonpostunsub- 
obligated, until eventually we had a real vocabulary. 

Mr. Mraper. Mr. Staples, on this $12.3 million that had been obli- 
cated at March 31, 1956, do you have any way of telling from what 
fiscal year funds that $12.3 million came? 

Mr. Srarres. It came from a number of funds, Mr. Meader. An- 
nually, that is, 1955 funds, 1954 funds, and prior funds. In that $12.5 
million. there was $8 million of 1956, $3.5 million of 1955 funds, and 
$800,000 of funds for 1954 and prior; which is one consolidated account 
in the accounts of ICA. 

Mr. Meaper. Well, then, between the obligated of $12.3 and the 
unsubobligated of $2.8, they had better than $9 million which they 
could obligate or subobligate, rather, during fiscal 1956. 

Mr. Stapres. No; I think it is the other way around, Mr. Meader. 
Of the $12.3 million they had obligated, $2.8 million had been unsub- 
obligated; the difference had been subobligated, you see. 

Mr. Mraver. I see. Approximately $9 million had been subobli- 
cated ? : 

Mr. Srapies. Yes; approximately $9.5, I guess it is. 

Mr. Mraper. They had $2.8 million that had not been committed 
to any specific part of the program. 

Mr. Srartes. That is right. 

Mr. Mraper. And your contention is that they couldn’t need over 
$7 million more for what they could do during the fiscal year 1957? 
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Mr. Sraptes. That is right. At least it created a doubt. 

Mr. Harpy. Of that nine and a fraction million that had already 
been subobligated, only $300,000 had been spent ? 

Mr. Srarres. That is right. 

Mr. Harpy. That is a fast-moving project. 

Mr. Brownson. What you are interested in, then, is the nonunsub- 
obligated funds. 

Mr. Harpy. I wonder if we can get them unsubobligated, or reun- 
subobligated ? 

Mr. Srarztes. Now you are losing me, Mr. Chairman. 

Mr. Harpy. I was just thinking if they haven’t spent that, maybe 
we ought to get them unresubobligated. 

Mr. Reppan. Mr. Staples, do you know what type of project, with- 
out identifying it by name, that was? Can you tell us whether it 
was a farming project or roads or a combination of projects? 

Mr. Sraptes. I don’t know whether that is classified or not, Mr. 
Reddan. 

Mr. Reppan. All right. 

Mr. Meaper. Incidentally, do you have any reason, Mr. Staples, 
can you see any reason why these things should be classified ? 

Mr. Sraries. We don’t question that, Mr. Meader. In the General 
Accounting Office, since the character of our operations is all with 
other agencies, we don’t originate any classification ourselves, but we 
do have to follow whatever classification an agency places on any 
information or document, and we follow that. 

Mr. Meaper. You never protest a classification ? 

Mr. Srapies. Generally speaking, we don’t consider ourselves com- 
petent to pass on classifications. 

Mr. Harpy. That is a proper reaction, although I frequently have 
a feeling that they overclassify the stuff. 

For instance, the question Mr. Reddan raised just a moment ago. 
Certainly there ought not to be any reason for this classification ques- 
tion as to what the multipurpose consists of, but I think from your 
standpoint and ours, too, | would rather get that from ICA. 

Mr. Brownson. Mr. Hollister is going to appear ? 

Mr. Harpy. Yes. 

Mr. Brownson. I think we ought to get it from him. The only 
people anyone can possibly classify this information against is the 
Congress and the taxpayer. It is quite obvious everybody over there, 
where the project is being built, including the Communist agents, and 
everybody else, must know what we are building. 

Mr. Harpy. Yes, we are the ones who are most ignorant. 

Mr. Meaper. If they haven’t spent more than $300,000 of a $12 mil- 
lion obligation, there isn’t very much to see. 

Mr. Brownson. You don’t think the local 5-percenters have gotten 
wise to this project yet ? 

Mr. Harpy. Go ahead. 

Mr. Reppan. Mr. Staples, when you say that $9 million has been 
subobligated but not spent, that is $9 million of unfilled quotas, is that 
right ; orders have been placed but not filled ? 

Mr. Srapies. Not necessarily. It means nine point something or 
other, whatever it is here, has been authorized by ICA to the recipient 
country, and an agreement has been made that the recipient country, 
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or ICA, whichever happens to be the contracting unit, can go forward 
to procure either the goods or services specified in that particular 
authorization. 

Mr. Reppan. Where do we reach the point where somebody can be 
sued for breach of contract on this thing ? 

Mr. Sraries. I would presume after the contracts have been nego- 
tiated with particular contractors. 

Mr. Reppan. Even up through subobligation, there is no binding 
contract ¢ 

Mr. Srapues. No, sir. 

Mr. Harpy. Is that a prevalent sort of condition, where you find 
such a small percentage of a major project that has been contracted 
for? Certainly it couldn’t have been very much contracted for, if only 
$300,000 has been spent. 

Mr. Srapies. Well, we selected here about five instances out of a 
number that we selected for examination, and what we said to the 
agency is, we do not know at this particular point whether or not this 
is representative of many projects, but if it is, then you have cause to 
screen your projects much more critically than what you apparently 
have been doing. 

Mr. Harpy. That is just my point. How did you pick these out? 
Did you deliberately pick out the ones that were glaring? 

Mr. Srapies. No, we did not, Mr. Chairman. For the review of the 
presentation, we selected the programs of a selected number of coun- 
tries, I think 5 or 6 countries, where we felt a lot of money was being 
spent. Once we got it within those, we still had to go on a selective 
basis in selecting particular projects that we wanted to look at. It is 
only a selection made by us, since it would be obviously impractical for 
us to go any deeper into it than that. 

Mr. Mraper. You were aiming at a fair sampling, not to just isolate 
glaring examples where there had been very poor progress? 

Mr. Stapes. We were trying to get a fair sampling. 

I will say this, that we had a feeling that these are probably the 
worst ones within the countries that we looked at, among those that 
we selected. I can’t be definite about that, but we just have that 
feeling. 

Mr. Brownson. We are naturally interested in talking to Mr. Hol- 
lister further about these examples. As far as I am concerned, they 
represent one of two things: Either ICA asks for too much money or 
they are inefficient and are not spending money fast enough to keep 
up with their programs. 

We are interested in finding out which is which. We should have, 
to be fair to Mr. Hollister and ICA, a group of representative ex- 
amples on which to question him. I think that is what Mr. Meader 
is trying to determine, whether this is a fair sample to bring up to 
ICA or whether you should supply us with other examples that 
would be a fair cross-section. 

Mr. Srapues. We do have other examples. These are, I believe, 
among the worst of those that we looked at. 

Mr. Knox. Mr. Staples, I would like to ask you a question about 
your findings as to whether or not it is your opinion that the possibil- 
ity of having the unsubobligated funds is caused by the reluctance 
on the part of the host country to join in on these projects. 
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Mr. Srapies. Well, Mr. Knox, at the time the host country executes 
the project agr eement with the ICA, presumably they have-evidenced 
their willingness and their desire and their enthusiasm for this par- 
ticular project. 

Mr. Kwox. Well, their contribution is involved, whether it be in 
money or in something i in kind, or whatever it happens to be. 

Mr. Srapies. That is usually committed at the time the project 
agreement is signed, which is another evidence of their own interest 
in that particular project. 

Mr. Knox. Then you would be of the opinion that is not the reason 
for the delay ? 

Mr. Srapzes. It could be, but I have no evidence in any case where 
it actually would be. That would be a difficult thing to try to prove. 

Mr. Knox. You have not found it to be so? 

Mr. Sraptes. No, I can’t say we have evidence of that. 

Mr. Harpy. I think we can explore this type of thing better with 
ICA than we can with GAO, as to the representativeness of these il- 
lustrations. I have a feeling th: it ICA won't be bashful in telling 
us whether from their point of view they are representative. So if 
they aren’t, I am sure they will come up with some on the other side. 

Mr. Kwox. Mr. C hairman, the reason I raised this question was the 
fact that in these projects the host country of course naturally has to 
make some contribution, whether it be in funds or whether it be a 
contribution in kind. 

Mr. Harpy. Well, if the gentleman will permit this observation, of 
course all of us recognize that as one of the things that is supposed 
to go into these programs, but from our experience with the Iran 
study, apparently a considerable amount of host country participa- 
tion was the participation in things that were furnished under our 
counterpart funds, and the extent to which they participated finan- 
cially or in kind was rather dubious. So I don’t know whether that 


Mr. Knox. I agree with you. We found that out down in Latin 
America. 


Mr. Harpy. We did. 

Mr. Srapres. One thing I would like to say to clarify the record 
here, we didn’t represent these as being representative. We don’t know. 

Mr. Harpy. I understand that. 

Mr. Sraptey. We selected these countries; these we found. What 
we said to the agency is, if these are representative, then we think you 
have a problem on your hands that you should try to do something 
about. 

Mr. Harpy. You were confronted with the same type of thing that 
the Congress is frequently confronted with: You can’t tell whether 
or not some of the illustrations that we have are cross sectional repre- 
sentation or not. 

Mr. Knox. Lack of information. 

Mr. Reppan. Mr. Staples, can this information which you have 
been giving the committee with respect to overprograming be found in 
the bu dget 1 presentation ; can you observe instances of overprograming 
by mer ely looking at the budget presentation ? 

Mr, Starts. No: you cannot, Mr. Reddan, bee: ause this information 
is not contained in the program presentation, and that is the substance 
of one of our suggestions that items like these that we have listed here 
would be important enough or would constitute major projects which 
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should be included in the program presentation and should have other 
information along with it, which we have suggested in our memo- 
randum. 

Mr. Harpy. Well, now, under the present method of budget pres- 
entation, how would this’ project that we have been talking about be 
shown { 

Mr. Srapres. Well, it would be shown—the only reference to it, 
other than possibly an incidental narrative reference in the country 
program presentation, would be in this new volume that they presented 
in 1957 which contained a listing of all their projects by countries, 
and in there would be merely the listing of the project, ‘whether or 
not it was a continuing or a new project, and the amount of money 
that they were asking for, say, 1957. 

Mr. Harpy. Now, , then, the listing of the project would not be any 
more than, say, a multipurpose project then; would it 2 

Mr. STapes. That is right. 

Mr. Harpy. That is most illuminating. 

Mr. Starres. There might be 2 or 3 lines deser ibing the project. 
Mr. Meaper. Do you mean to say, Mr. Staples, in the example we 
have given they would list $7,357,000 opposite this project, but they 


wouldn’t show that they had $2.8 million from prior appropriations 
which were unsubo! ligated 4 


Mr. Srapvres. That is right. 

Mr. Meaper. In other words, if they did show that to the Appropria- 
tions Committee, the Appropriations Committee might say, “ You have 
all the money you can use out of prior appropriations. You don’t need 
any money this year; or instead of $7 million, you need $3 million.” 

Mr. Sraptes. That is the essence of what we are driving at. 

Mr. Mraper. That is the significance of their failure to make that 
information available to the Appropriations Committee when they 
are asking for new money. 

Mr. Stapies. Yes. What we feel, Mr. Meader, is that if this infor- 
mation were contained in there, the congressional committees would 
be better able to judge for themselves. They would have the infor- 
mation. Now, they might still consider it all right. ICA might be 
able to justify that, but at least it would bring it to the eye of the con- 
gressional committees and would give them the basis for i inquiring into 
the reasonableness and v: alidity of that, and the feasibility of it. Then 
it would be up to the agency to defend or concede it. 

Mr. Harpy. That is the real crux of it. 

Mr. Srapies. That is the crux of it. 

Mr. Reppan. In this example, I note you say this is a continuing 
project. Where did you get your information that that was a con- 
tinuing project ? 

Mr. Sraptes. From the fiscal reports of the agency; from general 
information that is available to us in the records of the agency. 

Mr. Reppen. Now, did you look at this project presents ition of the 
1957 budget to see how they listed this item; this particular project ¢ 

Mr. Starters. I believe that we probably did. 

Mr. Reppan. Do you recall whether or not the *v listed that as a new 
project Y : . 

Mr. Srapres. I believe they listed that one as a new project. Why 
thev did, I don’t know. 
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Mr. Harpy. Notwithstanding the fact that there had been a con- 
siderable amount of money already obligated from previous programs ? 

Mr. Sraptes. That is right. 1 

_ Mr. Reppan. What was this other report you said you got this addi- 
tional information from? Was that the fiscal report? — 

Mr. Srapixs. The fiscal report. 

Mr. Reppan. The fiscal report put out by ICA? 

Mr. Srapies. That is right. 1 believe we also have access to other 
correspondence, cable information, and the like, of that, in the records 
of the agency. 

Mr. Reppan. Even putting the fiscal report together with the budget 
presentation, was there any way you could determine how long this 
project had been going on ? 

Mr. Srapies. Only from the time of the year, the first year that they 
initiated the project, and they assigned funds to it. 

Mr. Reppan. You would get that information from where? 

Mr. Srapues. From the fiscal records and from other records of the 
agency. 

Mr. Meaprer. Mr. Staples, in these continuing projects, do they give 
a total figure to complete the project? I mean here they have spent, 
or they had obligated, $12.3 million on this project; they were asking 
for $7 million more. Do they say, “Well, this thing is going to cost 
$30 million to finish”? Or do they just go on year by year? 

Mr, Staries. They do not give that information in the annual pres- 
entation. 

Mr. Meaper. Well, don’t you think that would be a good piece of 
information to have? 

Mr. Sraptes. That is part of what we have recommended, Mr. 
Meader. 

Mr. Meaper. Where do you recommend that ? 

Mr. Sraptes. On page 6. It is in this January memorandum, Mr. 
Meader, that we sent to the agency, wherein we recommended specif- 
ically. 

Mr. Meaper. I was just trying to find where it was. 

Mr. Sraptes. It is not in the obligating report. 

Mr. Meaper. I have the January memorandum. 

Mr. Sraptes. It is on page 6 of that January memorandum, under 
the heading of “Project Type Aid.” You notice we have five specific 
items. 

Mr. Meaper. No. 4, “Estimated additional cost to completion as to 
United States and recipient country participation” ¢ 

Mr. Srapies. That is right. 

Mr. Meaper. Do I understand the ICA has never presented that type 
of information to the Congress in asking for money ¢ 

Mr. Sraptes. It has never been contained in the formal presenta- 
tion that has been made to the Congress. 

Now, I do not know what supplementary information is given to 
the congressional committees during the hearings. And the reason for 
that is that much of the hearings are held in executive session, so that 
we don’t know what information passes up to the committees in re- 
sponse to requests or questions that they may ask in the course of the 
hearing. 


: 
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Mr. Mraper. Have you examined the portions of the executive hear- 
ings which are made public when the appropriation bills come before 
the House ? 

Mr. Sraries. None of that is made public. There may be digests 
of that information, of those hearings that come out, Mr. Meader, 
but none of the information that is specific ally represented by the fig- 
ures or references to countries is available to us. 

Mr. Harpy. The only digest that ever comes out is what is contained 
in the report coming from the committee. 

Mr. Srapies. That is right. 

Mr. Harpy. I think we are hitting right on the crux of another very 
serious problem here now, in that every Member of Congress has the 
responsibility for passing on these things, and we don’t get any of 
that information. 

Mr. Meaper. I mean this project we have been talking about might 
cost $50 million, or it might cost $200 million, and as 1 understand 
your statement to the committee, the only thing Congress gets a look 
at is the portion of it which is neenerilga “for each year. They 
don’t get a look at the complete project. 

Mr. Sraptes. As far as we know, Mr. Meader. 

Mr. Brownson. If the gentleman will yield; unless, in all fairness, 
some member of the subcommittee considering this subject were to 
ask a specific question of the witnesses from ICA, the answer to that 
question would be buried in the classified portion of the executive 
hearings which are not available to other Members of Congress. 

Mr. Srapres. If the subject is classified, yes; it would be. 

Mr. Brownson. It obviously will be classified, because you have 
even had to classify it here on a project which is several years old. 

Mr. Srapies. Yes. 

Mr. Brownson. So the only way the rest of the Congress can find 
out anything about this expenditure under the present setup is by 
rumor. 

Mr. Meaper. Of course, even if they do make an estimate of the 
complete cost of the project, they frequently are way off, and you find 
these things growing. 

Mr. Srapies. They usually do make an estimate now; in the past 
couple of years, on their projects they have instituted an internal 
procedure whereby they do, I believe, in connection with their negotia- 
tions to participate in a particular project, have estimates made at that 
time of what the total cost of this project 1s, and how much it is antici- 
pated that the United States shall participate in it, and an estimate of 
how much the recipient government shall contribute. So I don’t think 
it is because of the sparsity of information they have, it is just that it 
is not contained in the formal program present: ition which is made 
to the congressional committees, and which is the only document we 
have to work on in order to determine what is presented to you. 

Mr. Reppan. Mr. Staples, the budget presentation should be a com- 
plete document in itself, shouldn’t it? You shouldn't have to go out- 
side of the budget presentation to find out what they are asking for. 
In other words, you should be able to intelligently evaluate the pro- 
posed program from the budget presentation itself ? 


91999—57——_3 
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Mr. Sraptes. As a general proposition, I would say “Yes”; that is 
true. 

Mr. Reppan. With about 2,000 projects to reckon with, it would be 
extremely impractical to expect the committee to ask pertinent ques- 
tions about each one of those things, each project. 

Mr. Srapies. Well, it would be difficult unless the members had 
something which would lead them to th: at, and that is the point. 

Mr. Harpy. Well, of course, an individual member has no chance 
in the world of being able to comprehend this kind of business. We 
don’t have any basis for knowing. We are just legislating in the dark 
every time we vote on a foreign aid program. 

Mr. Meaper. Mr. Staples, I would like to ask you whether or not 
any other agency spending money on projects, say the Defense De- 
partment or Interior, makes budget presentations similar to those of 
the ICA. 

Mr. Srarres. It is pretty hard to answer that question, Mr. Meader, 
because you don’t have any comparable type of activity in the Gov- 
ernment. 

Mr. Meaper. Take bases that are going to be built by the military, 
do they present to the legislative committees and the appropriations 
committees the total cost of the project and information on how much 
of the funds have been obligated, and how much are available from 
prior appropriations; do they make that information available ? 

Mr. Srapies. I must confess I am not possessed of knowledge of 
what goes into the military budget. I don’t have anything to do with 
that, personally, and therefore I have no reason to follow that through. 
About all I know of that is what I read in the ne wspapers about com- 
plaints and comments that are made by different Congressmen and 
Senators about what is contained in the military budget. I don’t 
really know the answer to that, Mr. Meader. 

Mr. Meaper. What I am interested in is whether or not the deficien- 
cies that you point out in your memorandum of January 9, 1957, with 
respect to budget presentation by ICA, exist with respect to other 
agencies of the Gover nment, or whether it is just this one agency that 
gives this partial picture to the Congress. 

Mr. Sraptes. I don’t know, Mr. Meader. 

Mr. Mraper. Well, somewhere in the GAO that information should 
be available, shouldn’t it? You audit other ae other than ICA. 

Mr. Srapues. | am speaking for myself. I don’t know. The office 
undoubtedly may be able to answer that question. 

Mr. Camesriy. This is the only agency with which Mr. Staples is 
concerned and which is generally involved with classified kind. 

Mr. Srartes. That is right. 

Mr. Campreti. Mr. Staples has Maritime and CAB, which do not 
have that problem. 

I will answer one part of your question, with regard to a very 
highly classified agency of the Government. The information going 
to the Appropriations Committee is complete. 

Mr. Mraper. That show the obligated balances, the total cost of the 
projects which they are asking for the current year, is that right? 

Mr. Cameseit. With respect to perhaps 95 percent of their opera- 
tions. 
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Mr. Mraprr. Would you care to say that these deficiencies called at- 
tention to with respect to ICA in your memorandum of January 9, 
1957, are peculiar to that agency and they are not generally true of 
Government agencies ? 

Mr. Camrsett. I don’t know what information the Subcommittee 
on Appropriations receives from ICA, but if they receive only the in- 
formation which you are now discussing, then I say it is much less 
than is usually sent up by even the most highly sensitive agencies in 
the Government. 

Mr. Reppan. Mr. Staples, do you have any other projects that you 
could just refer to there to demonstrate what you mean here by over- 
progr aming ? 

Mr. Stapies. Well, in another project, we have here they had pro- 
gramed—they requested for 1957 $3 million. This was a continuing 
project, and at the time they made their request we were informed by 
the agency that an indeterminate amount of the 1956 funds was to be 
programed in 1956 for this project. 

At March 31, however, none of the 1956 funds had been allotted to 
this particular project. This project had been financed from 1952 to 
1954, technical cooperation funds, total obligations to March 31, 1956, 
amounted to $1.6 million. 

The expenditures aggregated $400,000. 

The point there was they were asking for $3 million for 1957, and 
they had obligated $1,600,000 for it already, they were going to get 
some more money obligated or assigned to that project in 1956, from 
1956 funds. 

We didn’t know at that time how much it was, and yet there had 
been only $400,000 expended. So we raised the question there, too, 
whether or not $3 million could be productively put into use in 1957. 

Mr. Knox. What was the reply ? 

Mr. Srapies. There wasn’t any reply. I said that in a more or less 
figurative sense. Mr. Knox. 

Mr. Knox. Thank you. 

Mr. Sraptes. I find from additional information we have here that 
the 1956 indeterminate amount I was referring to turned out to be 
$4 million. 

Mr. Reppan. That project is not classified, is it ? 

Mr. Sraries. No, that one is not classified. 

Mr. Reppan. Then could you be a little more specific on that, as to 
the project, and the country ¢ 

Mr. Sraptes. There is no question of the classification? Mr. Murphy 
has just apprised me, there is a question of classification. 

Mr. Meaper. It is not marked “Classified” here. 

Mr. Srartes. No, it is not marked “Classified” here. The informa- 
tion we had on it apparently was not classified information. Appar- 
ently now, some of it is classified. 

Mr. Harpy. Maybe it got classified since this committee became 
interested ? 

Mr. Srapres. It may be, Mr. Chairman, my mention of the $4 
million on there for 1956 may have served to put it into a classified 
category. 

Mr. Harpy. If you have a document that is not marked “Classified,’ 
let’s make it public. We are not going to respect any classifications 
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imposed here by Mr. Murphy. If you have the information on an 
unclassified document, let’s put it out. 

Mr. Sraries. May we take another look, Mr. Chairman, at the 
document ? 

Mr. Harpy. Yes, if you would, please. 

Mr. Reppan. While they are looking at that Mr. Staples, unless 
you are going to join them, I would like to ask you another question. 
Is this overprograming peculiar to the 1957 budget, or have you 
found this existing over the years? 

Mr. Stapies. We have inal it in varying degrees in our individual! 
country reports that we have made, as a result of our examinations. 

We have also found evidence of it in previous examinations we have 
made on the annual program presentation. 

Mr. Reppan. Have you found any examples where each year there 
is a large unexpended balance in a project? A substantial amount of 
money not having been used during the fiscal year ? 

Mr. Srapies. Yes, we have found that in individual projects. 

Mr. Reppan. Do you have any examples there that you might give ? 

Mr. Srapres. For other ones? 

Mr. Reppan. Yes. 

Mr. Staptes. Previous years / 

Mr. Reppan. Yes. 

Mr. Srapres. I don’t know that we have any in previous years. 

What we believe on that, Mr. Reddan, is that we have noted slow 
implementation of certain types of projects where the money was not 
being spent, the program was not moving along, and yet, we have 
found that each year additional funds have been programed for that. 

Mr. Reppan. Yes. 

Mr. Srapies. By reason of that, we say that there has been made 

yailable to this project more money than they could use in a reason- 
able time, as they moved along. 

Mr. Reppan. Do you have a declassified example of that you might 
give us? 

Mr. Sraptes. I don’t know whether this is declassified. I think this 
isallright. We have the tube-well program. 

Mr. Harpy. You didn’t find any indication as to whether you have 
a project we are concerned with in unclassified form / 

Mr. Camrse.tu. There seems to be some question, Mr. Chairman, on 
this matter. 

Mr. Harpy. I don’t want to violate any classified restrictions, but I 
don’t want to be put in the position of having stuff classified right at 
the moment we are about to discuss something that has already been 
circulated in unclassified documents. I am a little disappointed that 
ICA hadn’t given clearance on this prior to this time. I think I see a 
little evidence of some activity trying to circumvent the intent or the 
work of this committee, and I think we are going to try to see whether 
or not we can get these matters released instead of having additional 
items hidden here at this late date. 

But if you don’t have it in an unclassified document, we will treat 
it as classified. 

Mr. Reppan. To come back, you were just about to give us an ex- 
ample I believe you started off with tube-well program. 

Mr. Srapres. Tube-well program in India—we found that they obli- 
gated some $15 million of 1952 funds. 
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In 1953, they put another $10.7 million into it. 

Now when we looked at that, at January 31, 1954, there was $11 
million of the original $15 million that was still unexpended, and 
there was even $1.6 million of that original $15 million of 1952 funds 
that were unsubobligated at that time. And yet, we found that in 
March and in April of 1953, they put an additional $10.7 million into 
that. We felt that that was putting more money into it than the pro- 
gram and the progress of the project could absorb. And that, there- 
fore, that wasn’t very sound. 

Even at ths it time, they had in January 1954, when we looked at 
that, of the 1953 funds, of all the funds, there was almost $12 million 
that was still ‘unsubobligs ated, which was some 8 or 9 months later. 

Mr. Brownson. Mr. Chairman, the logical question which occurs 
to me at this point is to ask Mr. Staples: in each one of these cases, 
the GAO has apparently felt that there were a great many funds 
available which had not been unsubobligated. W hat happened as a 
result ? 

Did they get all their money for this budget ? 

Mr. Sraptrs. They had their money at that time, Mr. Brownson. 
This is money they had. 

Mr. Brownson. This is on a postaudit basis, in other words? 

Mr. Srapies. This was on a postaudit. 

Mr. Harpy. To clear up the first point, taking the first project we 

talked about bearing on the 1957 request ; they had! $7,357,000 requested. 

Mr. Sraptes. That is right. 

Mr. Harpy. This was for a project for which $12.3 million had 
previously been obligated, or rather had been—— 

Mr. Sraptes. That is right, $12.3 had been obligated. 

Mr. Harpy. Had previously been obligated. This made a total of 
almost $20 million ; is that right ? 

Mr. Srapries. That would be right. 

Mr. Harpy. So that was in their 1957 budget, which was approved 
and passed and appropriated for; is that right ? 

Mr. Srarres. Totals were appropriated, yes, sir. 

Mr. Harpy. That is what I am talking about. 

Mr. Meaper. They got the $7 million ? 

Mr. Sraptes. It is hard to say whether they got the $7 million, Mr. 
Meader, because the appropriations are made in much broader terms, 
and there was no—— 

Mr. Harpy. Yes, but this was an item for which funds were ap- 
propriated, and we must assume that the appropriations bill contained 
funds to meet this request. 

Mr. Srartes. Well, in total, yes. 

Mr. Harpy. If they had money enough to go around to all of them. 

Mr. Srapies. In total, yes. 

Whether or not they had enough money out of the total appropria- 
tion to carry out their $7 million “here I don’t know, because generally 
the appropriations may be less than what the total requests are. 

Mr. Brownson. Mr. Chairman, this was contained in that appro- 
priations bill we voted on when we were told every cent was absolutely 
essential; that the slightest deviation would bring the world to the 
brink of warfare, and that the whole program was sacred. Every- 
body pleaded that nobody make any cuts anywhere. 
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Mr. Harpy. It was in the bill on which we had a little debate over 
there, and the only thing that we got was, everything is fine, and you 
mustn’t touch any thing, and you ‘mustn't even ask anybody for an 
explanation as to what they did with it. 

Mr. Brownson. And they figuratively ran the Russian tanks 
through the well of the House to scare everybody so they would vote 
in favor of it. 

Mr. Knox. Mr. Staples, relative to the overall appropriation for 
this particular country, did ICA break it down and show the amount 
of money that was going for each project, that is to GAO? 

Mr. Sraptes. Break it down for us? 

Mr. Knox. Yes, this is, of course, the one project which is confront- 
ing us now which is marked “confidential” and “classified.” 

Mr. Srartes. Mr. Knox, included in their program presentation was 
a breakdown by projects for all the money that they were asking for 
project type aid within each country, so if you added that all up 

it would add up to all the project type aid that they were asking 
for in that particular country. 

Mr. Knox. Then I assume we should labor under the impression, 
at least, that this $7,357,000 was allocated to that project? 

Mr. Srapixs. That is what ICA had allocated it for in their presen- 
tation. Now, going back, stepping back a minute, the appropriations, 
as they are made by the Congress, are not made for a particular coun- 
try, they are made for an area. A total amount is appropriated for 
an area. 

Now, that means that in the absence of a specific designation by the 
Congress as to what certain funds may or may not be used for, the 
agency can use that appropriation, within that area, and they are not 
bound by any particular project or any particular country totals. Do 
you see what [am getting at? 

Mr. Knox. Yes. 

Mr. Sraptes. Particularly is that a5 if the appropriation is less 
than what the amount of the request wa 

Mr. Kwox. Is this based upon aha or upon appropriations 

Mr. Srartes. At this stage of the game, it is their request, and that 
is what we have examined, their request. We have not gone into the 
subiect of what was later appropriated. 

Mr. Knox. You have not reached that point yet, where you have 
gone into the actual appropriations? 

Mr. Srapies. Well, there would be no need for the purpose for 
which we made this examination. This examination was made for 
the purpose of determining how competent a judgment it was possible 
for the congressional c ommittees to make, in connection with appropri- 
ating the money. 

Mr. Knox. Thank you, Mr. Staples. 

Mr. Reppan. Mr. Staples, I think we have come to the point where 
we will have to suspend for this morning. However, before we do, 
I would appreciate it if you would just read into the record GAO's 
observation with respect to overprogr: aming which is contained in the 
last paragr aph under the heading “Possible Overprograming for Proj- 
ect Type “Aid,” which appears on page 5 of the GAO January 9, 1957, 
report. 

Mr. Harpy. I think, to conserve time we can just incorporate that 
in the record at this point. 
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Mr. Reppan. All right. 

(The excerpt from the GAO report of January 9, 1957, follows:) 

It does not seem to be consistent with the intent of Congress, nor with the 
eoncern of the agency for prudent management, to stockpile obligations for 
indefinite future use. Therefore, every reasonable effort should be made to avoid 
accumulating obligations which by reason of existing unfulfilled commitments 
are not likely to be implemented for a long time. 

Mr. Harpy. Let’s go off the record a minute. 

( Discussion off the record. ) 

Mr. Harpy. Suppose we adjourn now. If we can arrange a pro- 
cedure by which we can continue this afternoon, in view of all these 
rollealls, we will do so. 

Mr. Reddan will keep in touch with you, Mr. Staples. I was hope- 
ful we could finish up with GAO’s part of this little picture today. 
I think probably it would suit you better, and it will help us to expe- 
dite our planning too. So we will stand adjourned now, and Mr. 
Reddan will get in touch with you. 

Mr. Srapies. Very good. 


(Whereupon, at 12:08 p. m., the subcommittee adjourned.) 
AFTERNOON SESSION 


(The subcommittee reconvened at 2:45 p. m. in room G-—53, the 
Capitol.) 

Mr. Harpy. Let the subcommittee come to order. 

We will try to pick up where we left off before we had to adjourn 
at noon, and try to let Mr. Reddan proceed to develop the specific 
points that he has in his outline so that we can dispose of this matter as 
quickly as possible. 

Mr. Reppan. Mr. Staples, when we wound up this morning we 
were just finishing some examples of overprograming, and I wondered 
if you had any examples to just round that picture out. 


FURTHER STATEMENT OF GEORGE STAPLES, ASSOCIATE DIRECTOR, 
CIVIL ACCOUNTING AND AUDITING DIVISION ; ACCOMPANIED BY 
FREDERICK K. RABEL, ASSISTANT ASSOCIATE DIRECTOR, GEN- 
ERAL ACCOUNTING OFFICE 


Mr. Srapies. You mean as taken from prior reports ? 

Mr. Reppan. As taken from prior reports, yes, sir. 

Mr. Sraries. We have one here. I am just trying to pick out ones I 
think are the best. We have several here. We have one in the case 
of the fertilizer factory we came upon in our examination in Pakistan, 
where we found at December 31, 1954, they had some $1014 million 
that was obligated for this. 

Mr. Harpy. Is that classified, Mr. Staples? 

Mr. Sraries. Not as far as I am aware. It was contained in our 
published report, Mr. Chairman, that wasn’t classified, so I guess 
this isn’t either. 

Of that $1014 million, we found 4 million had been taken from 1952 
funds, 3 million from 1953 funds, and 314 million from 1954 funds. 

At December 1, 1954, there was some $6.8 million of that unex- 
pended, and we felt that the funds had been fed into there somewhat 
faster than what they could be absorbed. In other words, you put $4 
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million of 1952 funds in there; you put $3 million of 1953 funds in 
there, and at December 31, 1954, you only had $6.8 million of that 
expended, At the time they put in the 1954 funds, the chances are that 
somewhat less than $6.8 million had been expended, so there was a 
sizable amount that was unexpended, and yet there was some $3.5 
million of 1954 funds that were put into that. 

We thought that that was feeding the money in there a little faster 
than it could be absorbed. 

Mr. Harpy. All right, go ahead. 

Mr. Stap.es. We also found that the community development proj- 
ect in India was in pretty much the same category. They had some 
$10.6 million obligated when we looked at Januar y 51, 1954; $8.7 mil- 
lion of that came from 1952 funds, and at Januar y 31, 1954, there were 

unexpended balances there of $1.6 million, and $3.3 million had even 
been unsubobligated, and yet we found another $1.9 million of 1953 
funds had gone in there. 

So we felt there was at least a reasonable doubt as to whether or 
not it was wise to put that $1.9 million in there until they had ad- 
vanced further in the implementation of the 1952 funds of $8.7 million. 

Do you want some more 4 

Mr. Reppan. Yes, did you find any examples in there, Mr. Staples, 
where funds would be obligated, but not subobligated and then with- 
out any expenditures, an additional appropriation would be asked the 
next year. 

Mr. Srarues. Yes. We have one I am looking at here. It involves 
1956 funds. This is classified ¢ 

Mr. R ABEL. Yes. 

Mr. Sraptes. I am told this is classified. 

Well, the only way I could give you this is to give you numbers 
without identifving the project. 

Mr. Harpy. Go ahead and do that. 

Mr. Sraptes. We didn’t pick this one out before to give to you be- 
cause it involves fairly recent funds, 1956 funds, where they had ob- 
ligated $3.9 million, or almost $4 million for a given project out of 
1956 funds. At June 30, 1956, all of it had been obligated. None of 
it—substantially nothing had been subobligated. Nothing, of course, 
had been expended, and yet they asked for another $5 million for 1957. 

Mr. Harpy. Of course, as you point out, that was reasonably close 
to the original appropriation. 

Mr. Sraptes. That is why I didn’t pick it out before. 

Mr. Reppan. If you have anything over a period of years. 

Mr. Srapies. Where nothing had been expended 7 

Mr. Reppan. Yes. 

Mr. Srartes. That is pretty hard to find. I will explain it as best 
I can. 

Mr. Harpy. What is that one? 

Mr. Sraptes. It is one for engineering services. I might preface 
this by saying that. 

Mr. Knox. Is this classified ? 

Mr. Staptes. The 1957 request might be classified. 

Mr. Knox. What you have there is not? 

Mr. Starters. Well, this part of it might be, Mr. Knox, the amount 
asked for in 1957-—— 

Mr. Harpy. Just a minute. 
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( Discussion off the record.) 

Mr. Harpy. On the record. 

Mr. Srapres. As I understand it, what the agency had in mind there 
was that they were making preparations for an overall engineering 
contract or series of engineering service contracts, and in 1954 they ob- 
ligated a little over $1 million, in 1955 about $1.8 million, and in 1956, 
%1 million,, which made a total of $3.85 million. However, I am also 
given to understand that these are not necessarily for the same types 
of engineering services; they are for varied types of engineering serv- 
ices. Each year’s money may include something for the same type 
of engineering service as the previous year, and again it may not. But 
the point is, the agency has grouped them all together as engineering 
services, and you might call it a collective engineering service project. 

However, one of the significant things, or one of the things we didn’t 
like about it, is that even at the end of 1956 they had no contracts 
executed at all for any of the engineering services involved. 

I understand that they have a contract now, is that correct, Mr. 
Rabel ¢ 

Mr. Rapew. Yes. 

Mr. Sraries. They have now. 

They asked for in this case another $800,000 for 1957. I think pos- 
sibly the agency may be able to justify this one. I would rather leave 
that to them to explain. It is sort of a composite deal there involving 
a number of types of engineering services. 

Mr. Harpy. Over what period of years had the appropriation ac- 
cumulated ? 

Mr. Srapues. 1954, 1955 and 1956. 

Mr. Harpy. What was the total ? 

Mr. Srapues. $3.85 million. 

Mr. Harpy. How much had been expended at the time they made a 
request for 1957 / 

Mr. Srarres. Nothing, sir. They hadn’t even executed any con- 
tracts. 

Mr. Harpy. Thatisall. Thank you. 

Do you have anything else ? 

Mr. Reppan. You have brought these matters to the attention of 
ICA in this memorandum which you sent to them in January of this 
year, is that right ? 

Mr. Strapies. They are all listed in that memorandum, yes, Mr. 
Reddan. 

Mr, Reppan. Have you discussed your recommendations with any- 
one over there in conference ¢ 

Mr. Strapies. The recommendations that are contained in the Jan- 
uary memorandum? No, we have not. When we sent it over, we sent 
it over as an enumeration or a listing of suggestions for consideration 
by the Director and his staff in developing their subsequent budgets. 
In other words, it was an effort on our part to be constructively help- 
ful to the Agency, so it wasn’t a question of making recommendations 
or of getting them to agree in advance. We said, “Here are some sug- 
gestions we think are worthy of consideration in developing your 
budget, and we think in developing your presentation, it will make 
for a better document. 
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Mr. Reppan. Will you, for the committee, briefly describe the recom- 
mendations that you m: ude, and why you feel that they are necessary 
in order to make postaudit examinations of the operations of ICA? 

Mr. Stapies. Do you mean 

Mr. Reppan. Those five recommendations contained on page 6 of 
your memorandum. 

Mr. Srartes. That has to do with project-type aid. So long as 
you present figures in lump sums by fields of activity, it isn’t practical 
for the congr essional committees to make any evaluation of such lump- 
sum figures as that. We figure that the only way you can make any 
evaluation is if you can get down to some kind of a unit of measure- 
ment, and we think that unit of measurement would be a significant 
project, a project of significant amount or significant importance. 
Until you get down to that, there is no basis upon which anybody 

can make any evaluation. Now along with that we feel that there is 

certain information regarding the past history, past performance, 
the present status, and the future contemplated operation of that 
project which are necessary for any kind of a reasonable evaluation of 
ce or not it is good, bad, or indifferent. 

I think the evaluations of the committees must necessarily go to past 
performance, and using that as a basis for what may reasonably be 
expected in the future. So it was with that idea in mind that we 
felt that with respect to the specific individual projects that would be 
chosen and presented to the committee, there should also be sufficient 
information presented to them to enable them to know what the 
project was all about, when it was started, and how much has been 
obligated to date on it, how much has been subobligated, how much 
has been spent. Where does the project stand now’ When do you 
estimate it will be finished, and how much more do you think it is 
going to take to finish it, both from our part, and on the part of the 
recipient country? How much has the recipient country contributed 
to it so far? I think with that kind of information at hand as to 
specific projects, the congressional committees are at least given the 
information about which they, themselves, can then ask any further 
questions that they want. And I also might mention, too, that we 
think that it would be desirable for the agency, with respect to indi- 
vidual projects that are selected, to explain any particular character- 
istics about that project which have delayed the progress for instance, 
or any unusual problems that may have been encountered, which w ould 
tend to explain why the delay, whether or not there is any delay in 
getting it across. 

Mr. Harpy. Are you thinking that that type of information ought 
to be submitted with the budget ? 

Mr. Srartes. I am thinking that that type of information should ac- 
company their annual presentation on an individual selective project 
type. That would not include 

Mr. Harpy. I was wondering whether it was your thinking that 
ICA should explain any unusual circumstances that delayed the proj- 
ect. The thought occurs to me that if all the other information on the 
project were presented you could be pretty sure somebody on the com- 
mittee would ask them to explain a request for additional money. 

Mr. Srapres. I suppose so. But it wouldn’t necessarily be confined 
to reasons for delay. It might be, on the other hand, the project is 
ahead of schedule, as has happened on several occasions. 
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Mr. Harpy. It might be helpful. 

Mr. Srapies. Yes, it might save the Congressmen the trouble of 
asking for it. 

Mr. Meaper. Mr. Chairman, Mr. Staples, I would like to direct your 
attention to the second sentence preceding the enumeration of items 
that you think should be included. I think there is a typographical 
error. I quote, “It is suggested listings of individual projects should 
be limited.” 

Mr. Srapies. Should be limited to major projects. 

Mr. Meaper. Then you say, “But should include those for which 
funds are not being requested.” 

Mr. Straptes. For the budget year, that is right. 

Mr. Meaper. You did not mean should not be limited 2 

Mr. Sraptes. Should be limited to major projects, but it should in- 
clude those for which funds are not being requested. 

Mr. Meaper. In other words, if it is a small project, it shouldn’t 
be listed. 

Mr. Sraptes. I think you wouk lrun into too much volume. I think 
we have to be practical and realistic about this. Otherwise, you would 
run into a document that would be a foot high. I think it would just 
be beyond the power or ability of anybody within a reasonable time to 
even look through it. 

Mr. Mraper. My second question is a more general one: Do you 
think that some of these reforms that you suggest here could very well 
be incorporated in legislation, perhaps as amendments to the Budget 
and Accounting Procedures Act ? 

Mr. Srarres. Well, to answer your question, it could be if the Con- 
gress so desired to do it, it could be, but I think it would be—— 

Mr. Meaper. In oy r words, if Congress were to prescribe, not alone 
for ICA but for all budget presentations, that a certain minimum 
amount of information should be provided in the presentations it 
would be natural to do that by an amendment to the budget act, would 
it not ? 

Mr. Srapues. If the Congress so desired to put that in the form of 
legislation, I think that might be the proper vehicle to do it. I 
wouldn’t want to pass on how practical that would be, though. 

Mr. Meaner. Is there anything in the act which now requires cer- 
tain types of information to be furnished in support of budget re- 
quests ? 

Mr. Sraptes. I don’t believe there is any law which attempts to 
prescribe just what they shall provide. I think that it is in more gen- 
eral language that it shall be provided in such manner as will rea- 
sonably relate the operations and activities of an agency. Of course, 
that is pretty broad. 

Mr. Meaper. Have you in the General Accounting Office given any 
thought at all to making language in the Budget and Accounting Pro- 
cedures Act which you have just described more specific so that there 
would be required, as a matter of law, presentation of information 
on at least some of the points you raised in your memorandum ? 

Mr. Sraptes. To the best of my knowledge, I don’t believe, Mr. 
Meader, our office has considered that. I don’t know whether it would 
be proper for us to consider that unless we had reason to believe by evi- 
dence from the congressional committees that they are not satisfied 
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with the information they are getting in the present budget presenta- 
tions. I am not possessed of knowledge regarding other agencies, 
except those which are under my own jurisdiction, and with respect 
to most of those operations and activities are quite—well, they are just 
not comparable with ICA. 

Mr. Merapver. Mr. Chairman, I wanted that in the record because 
our full committee, Government Operations, does have jurisdiction 
over budget and accounting matters and if there is any question about 
the jurisdiction of the committee to inquire into the presentation of 
budgets, whether or not certain information should be required, I 
would think the subcommittee had full jurisdiction on that subject, 
wholly aside from its investigative authority. 

Mr. Harpy. I think, undoubtedly, that is correct, and there is no 
ae insofar as jurisdiction is concerned as far as I can read the 

egislative Reorganization Act. 

Mr. Staples, we have discussed today the additional information 
which the GAO has recommended should be included in IC A’s budget 
presentation to the Congress. Would you say that this particular in- 
formation would be helpful to any committee seeking to make a post 
audit, and also the General Accounting Office in making its post audit ? 

Mr. Sraries. We believe it would. 

Mr. Harpy. Wouldn’t it furthermore shorten the time required of 
the committees to understand the presentation which the agency 
makes ? 

Mr. Sraptes. I don’t know whether it would shorten the time. I 
feel pretty strongly that it would give them a better knowledge. 

Mr. Harpy. It would shorten the time if they are going to get the 
knowledge. 

Mr. Sraptes. That is right. 

Mr. Harpy. Of course, we can say that if they are content, if the 
Congress is content to gloss over this whole business, the time element 
then disappears. But “if we are going to have before Congress any 
factual knowledge about what is really going on in these programs, 
these types of presentations which you have been describing would be 
most helpful and would save a lot of time. 

Mr. Srartes. We think it would. 

Mr. Harpy. Let’s go ahead, and see if we can put in proper perspec- 
tive the other facts you wanted to develop. If we don’t conclude when 
the bell rings the next time, we are going to have to leave. 

I would suggest, Mr. Reddan, in order for you to get this material 
in proper relationship, that you continue even if the committee mem- 
bers have to leave. It will not be considered a part of the record until 
it is made a part of the record by the committee. 

Mr. Reppan. Another item that we would like to cover in your 
memorandum of 1957 to ICA is this question of financial pipeline. 
What do you mean by “financial pipeline”? That appears on page 8 
of your memorandum. 

Mr. Srartes. Financial pipeline applies to nonproject type assist- 
ance. It represents that amount which is obligated but unliquidated 
at the close of the fiscal years, as shown in the | program presentation. 
For the previous fiscal year it is an actual figure; for the current fiscal 
year, and for the budget year it is an estimate. 

Mr. Reppan. Do those pipeline figures appear in the presentation of 
the budget as presented to the Congress ? 
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Mr. Srarues. I believe they appear in totals. 

If they appear at all, they appear in totals, but I don’t believe they 
do. What we are talking about here, Mr. Reddan, i is the bebidench 
of that. First of all, the age of it. How old are some of these un- 
liquidated obligations which are shown? We don’t look upon that as 
being a direct assistanc e, or to have a direct bearing upon the evalua- 
tion of the program, but we do believe that it is useful information that 
will help the congressional committees to become better oriented to the 
status and the progress being made and the kind of situation that you 
have in nonproject type aid, bearing in mind nonproject type aid is not 
susceptible to the same kind of evaluation as project type aid. It is 
somewhat more intangible, 

Mr. Reppan. Unless that is broken down, it would not give any 
committee making a postaudit study of ICA’s activities any idea as 
to how long this pipeline had been backed up; is that right ? 

Mr. Sraries. They wouldn't; no. But how important the backup 
of the pipeline is is something I wouldn’t attempt to pass on. We 
think it is helpful. I can’t consider it to be vital. 

Mr. Reppan. It might go to the expedition with which the programs 
are being carried out. 

Mr. Starters. It would in a sense have a bearing on that question. 

Mr. Reppan. The next item you have here is “Other costs,” page 9. 

Why did you include that in this memorandum / 

Mr. Srapues. Because we found that some of the country programs 
that had been presented contained a very large category known as 
other costs, and in some instances, some of which we have outlined in 
here, the percentage of other costs to the total amount of the program 
was relatively significent, pretty high. 

Mr. Knox. Listed as miscellaneous / 

Mr. Sraptes. Well, miscellaneous is just another name for other 
costs. 

You take a program of $15 million, and $121% million is other costs, 
and we say, “Well, you shouldn’t do that. You should break that 
down, and explain just what you have in mind by other costs and de- 
scribe it for what it is. And in that way the congressional commit- 
tees that look at it can see what it is.” 

Otherwise, it is just a great big lump-sum figure in there and nobody 
knows what it is for unless they ‘ask for it. 

Mr. Knox. What is the largest amount that has been submitted, or 
that you have found listed as “other costs,” or “miscellaneous” ? 

Mr. Srarres. Well, in terms of amounts, I think it is this one here, 
which is classified. I am reading from classified. 

Mr. Harpy. What is the total ? 

Mr. Srapies. The total amount of the program was $15 million 
in that year for that country. 

Mr. Harpy. How much was in other costs ? 

Mr. Starters. $1214 million. 

Mr. Harpy. The tail wagging the dog. 

Mr. Srapies. We have larger ones in certain other countries here. 
We have 1 country where the. total programs was $260 million—well, 
that year it wasn’t too bad, it was $265 million, and $50 million was 
other costs. 


Mr. Meaper. Mr. Chairman, could I ask just one question ? 
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Mr. Harpy. Yes. 

Mr. Mraper. Mr. Staples, the information that you have suggested 
ought to be provided to Congress should be equally useful, should it 
not, for the internal management of the ICA and also to provide i in- 
for mation to the Bureau of the Budget in their hearings? 

Mr. Sraries. Well, it might well be said that while this is what 
they present to the Congress, it doesn’t necessarily mean they do not 
have the information and do not use it internally for their own 
purposes. 

Mr. Meaper. Do they have the information and use it internally? 

Mr. Sraptes. I believe a good bit of the information that we are 
talking about they have. 

Mr. Mraver. Doesn’t the Budget Bureau in their hearings require 
some of the information that you think should be given the congres- 
sional committees ¢ 

Mr. Sraptes. I don’t know. 

Mr. Harpy. Well, we are going to have to officially adjourn the 
committee at this point. 

Mr. Reporter, if you will stay on and take the rest of this, the com- 
mittee will stand oflicially adjour ned as of now, and we will meet to- 
morrow at 10 o’clock in room 304 to hear the ICA witnesses, 

Mr. Reppan. Yes. 

Mr. Harpy. The committee stands adjourned. 

(Whereupon, at 3:15 p. m., the subcommittee adjourned, to recon- 
vene at 10 a. m., of the following day, Friday, April 5, 1957. The 
remaining portion of the session was recorded, to be made part of the 
official record by subcommittee action at the next session. ) 

Mr. Reppan. Mr. Staples, if we just go along here, I think we will 
get finished very shortly. Your next item I wi ranted to touch on was 
local currencies. 

Would you explain that comment which is on page 10, I believe, of 
your memorandum to ICA ? 

Mr. Srapies. What we advocated there, what we suggested to the 
agency, is that since a very substantial sum of local currency develop- 
ing from the sales under Public Law 480 are be ‘ing allocated to the ICA, 
and entering into the stream of operations of the mutual security pro- 
gram, they ‘do have a bearing upon the overall activities within in- 
dividual countries, and, therefore, they should at least be referred to 
or mentioned or talked acc. and whatever estimates they have re- 
garding the amount of local currencies that they are going to have 
available to them for use, resulting rather from Public Law 480, should 
be shown as part of the program presentations. 

Mr. Reppan. Do you know what sort of use they make of those 
funds? 

Mr. Starters. I am not possessed of sufficient knowledge about the 
details of that, Mr. Reddan, to know, but under the terms of the agree- 
ments that they make with the countries who purchase the surplus 
agricultural commodities under Public Law 480, one of the purposes 
specified in those agreements, among others, is for the internal eco- 
nomic and technical development of those countries. 

Now I might add that under a circular of the Bureau of the Budget, 
any of these funds that are allocated to ICA, for its use in those coun- 
tries, ison loan. And it is my understanding that any time they want 
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to make any use on a grant basis they have to actually purchase it 
with their own mutual security appropriated funds. 

Mr. Reppan. Do the programs carried out by the local currency 
funds which are made available on the completion of Public Law 
480 transactions represent additional foreign-aid programs; that is, 
aid programs over and above those which are set forth in the ICA 
budget presentation / 

Mr. Sravzes. It constitutes additional funds that are made avail- 
able to them over and above what is provided for or appropriated in 
the Mutual Security Act for technical and economic development. 

Mr. Reppan. Do you have any figure which is not classified with 
respect to the amount of those funds which are programed to ICA 
for any given year ? 

Mr. Srarves. I think from time to time the agency itself prepares 
reports or projections as to the amounts of money they expect to be 
available as a result of sales agreements under Public Law 480 that 
have already been executed. 

[ am looking at one now, which I believe is the one we used in our 
memorandum at March 31, 1956. According to that report they ex- 
pected to have allocated to programs to ICA approximately $517 mil- 
lion of local currency, overall. 

Mr, Reppan. What was that figure ? 

Mr. Srarius. $517 million. 

Mr. Reppan. Then as I understand—— 

Mr. Srarues. There are later figures on that too, but the later figures 
would not be pertinent. At the time we prepared this, and at the 
time the document went up to the Congress, it was a forecast as of 
March 31, 1956. Is this the forecast as of June 30, 1956, Mr. Rabel ? 

Mr. Rasen. (No response.) 

Mr. Srarves. This is the data they had when they prepared this. 

Mr. Reppan. Do you know whether or not ICA got any additional 
funds programed to them over and above those which you just re- 
ferred to? 

Mr. Srapres. Later on, as time went on, more sales agreements 
were executed, and made provision for use of certain amounts of the 
local currency, naturally it increased that amount as it went along, 
arising out of these agreements, 

Mr. Reppan. As I understand your memorandum, the 1957 budget 
presentation did not include any data on these local currency pro- 
grams, or expected programs for ICA, is that right ? 

Mr. Sraries. As I understand it, in certain countries they make 
reference in the narrative data to the fact that Public Law 480 local 
currency will be available, but there is no systematic presentation any- 
where, either within a country program or overall, which brings out 
or demonstrates the amount of local currency out of Public Law 480 
sales that will be available to them. 

Mr. Reppan. Would it be reasonable to say that to the extent Public 
Law 480 funds are made available to ICA they in turn release, in effect, 
funds appropriated under the ICA budget presentation ¢ 

Mr. Sraptes. I don’t think I could make that statemen , Mr. 
Reddan. It may and it may not. It is something that I don’t know 
anybody can measure. 

For foreign aid, mutual security being what it is, if you have money, 
you can do things; if you have less money, you do less things. 
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Whether or not the availability of Public Law 480 local currency 
being applied to them has the effect of saving appropriated dollars, to 
me, that would be something that is largely in the minds of the Con- 
gress. I don’t know whether they consider that. 

~ Mr. Reppan. The only effect it has is giving them a half a billion 
dollars more than was appropriated by Congress. 

Mr. Srapies. What it means is that to the extent they have available 
local currency, there can be more done in given countries in the way 
of internal—technical and economic dev elopment than what they 
would be able to do if they didn’t have that, assuming that they still 
had the same amount of appropriations. 

Mr. Reppan. I take it there is one 

Mr. Sraptes. There is another element there that Mr. Rabel just 
brought to my attention. 

A large hunk of this Public Law 480 local currency is used for mili- 
tary support, and I think it is a fair statement to say that if it weren't 
for that, and assuming that the United States was going to provide 
military support to certain countries, that it would have to come from 
someplace else. 

Mr. Reppawn. I think that is a fair statement. 

Mr. Sraptes. I mean that military-support aspect of it, I think, has 
more direct relationship to the amount of appr opriated mutual secu- 
rity funds than possibly the technical and economic side of it. 

Mr. Reppan. We skipped one item and I would like to go back to it. 
That is on page 7 of your memorandum, on nonproject type aid. You 
state there that it is essential to an intelligent evaluation of the pro- 
posed level of aid that the basis on which it was determined be clearly 
set out in each country presentation. 

In your opinion, why is that essential ? 

Mr. Sraries. Well, I think the essentiality of it, Mr. Reddan, stems 
from the idea we have that no matter what the program is, whether 
it is nonproject or project, that you need to know the basis upon 
which the amount that you are asking for was arrived at before 
anybody can judge whether or not it is reasonable or unreasonable. 
And that same type of thinking would apply to this. 

Now, the reason we make a point of it, the reason why it might be 
even more important here is because nonproject type aid is not so 

easily identifiable or laid down in a nice, neat program of individual 
projects and based upon those projects you arrive at a total amount 
of money that you are asking for. 

Nonproject type aid is more intangible than that, and it derives out 
of many more nebulous and intangible consider ‘ations, and it is not 
susceptible of a nice neat breakdown into individual pieces where you 
can see the individual pieces and judge them. It is usually a total, sum 
figure which is arrived at as being somebody’s judgment as to how 
much money they should use for nonproject type aid in a given 
country. 

Mr. Reppan. What form do you think that information should 
take ? 

Mr. Srarves. It isn’t a matter of form so much as it is of substance. 

Mr. Reppan. All right. 

Mr. Srapries. I would say what we need is some kind of a clear 
description, and when we said that there, we did not mean to infer 
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that they don’t make any mention of it. What we think is needed is 
a clearer, a better description of the basis or the reason why they are 
asking for $30 million or $40 million instead of $60 million or $80 
million, and w hy it shouldn’t be $20 million. 

In other words, whatever amount they are asking for, how did they 
arrive at that amount? Is it the result of a compromise between 
various economic and political considerations’ If that is true, we 
think that is what should be said about it. 

Mr. Reppan. There is one concluding paragraph that you have there 
on page 11 of your memorandum whic his just titled, “Other Informa- 
tion.” 

Is there anything vou care to comment upon in that connection / 

Mr. Srapies. Well, on the bottom of page 10, item No. 1, we think 
it would be highly desirable and would be helpful to congressional! 
committees if the information described there could be brought into 
the program presentations for each individual country. We recog- 
nize that under section 513 that information is furnished to the con- 
zressional committees. However, there is a difference in timing, 
and there is also a point that—it is an isolated document that is not 
collated and brought in to be read and placed in juxtaposition with 
the other information at a time when the Congress is considering the 
coming year’s program. We think it would be helpful if that informa- 
tion or as much of it as the agency has at hand could be shown so that 
the congressional committees be in a position to see what was 
asked for last year, how much has been spent, or obligated, or expected 
to be obligated in this year, in relation to what was re quested. 

Mr. Reppan. Mr. Staples, I think we have pretty well covered waey 
thing in your memorandum. Is there anything you wish to say, or 
any further comments you want to make that we haven’t elic ited by 
way of questions / 

Mr. Srartes. No. For the purpose of the program presentation I 
don’t have anything to add t. the memorandum that already has been 
sent out to the agency, only to mention this, possibly : we sent a copy of 
this to the Bureau of the Budget for their consideration, too. And 
also I think it might be well to place in the record that the purpose of 
this memorandum was not the result of a considered judgment or study 
on our part, but it was in the way of outlining suggestions as part of 
our day-to-day working relationship with the agency for them to con- 
sider and it did not necessarily represent our final judgment that these 
things definitely are the things that you must consider. We recog- 
nized that possibly some of these might be somewhat difficult to im- 
plement. Some of them possibly would not be practical in this par- 
ticular year, but might be practicable in future years. It was also 
subject to changes in the form of the program which neither we nor 
possibly the agency at that time could anticipate. 

Mr. Reppan. It occurs to me they are not too different from the rec- 
ommendations you have been making to the agency over a period of 
time. 

Mr. Srapies. Certain ones, that is right. 

Mr. Reppan. Basically, these are recurring things, which appear not 
only in this report, in the obligating bases report, but also appear in 
various country reports. 
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Mr. Srapues. That is right, but I think it is well to consider that in 
talking about a more comprehensive program presentation we have a 
number of things. Now, of those things the ones that we have in our 
January memorandum are the ones W hich had not been implemented. 
If you check back to the previous memorandum that we sent to the 
agency in 1954 and check it with this you will find that there were a 
number in the 1954 memorandum which are not in the 1957 memoran- 
dum, which means that for the most part they have been taken care 
ot by the agency and been included or rec ognized so that it is merely 
those remaining ones which have been outstanding. I will grant you 
we consider them to be important and any new considerations that 
have developed since 1954 by virtue of changes in the character of the 
program which we felt in 1957 were worthy of mention, such as Public 
Law 480, which in 1954 was not in existence. 

Mr. Reppan. Allright. Thank you ever so much, Mr. Staples. As 
I understand, you are going to make arrangements to have certain 
of those schedules, which are in pencil form, ‘typed up so that we can 
have them declassified and put in the recor d, is that right? 

Mr. Srapies. Yes; when they would be declassified; yes. We will 
check with the agency on that point of classification, Mr. Reddan. 

Mr. Reppan. All right. Thank you ever so much. 

Mr. Srapies. You are welcome. 

(Whereupon, at 3:33 p. m., the subcommittee was adjourned.) 
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SUBCOMMITTEE ON INTERNATIONAL OPERATIONS 
OF THE COMMITTEE ON GOVERNMENT OPERATIONS, 
Washington, D.C. 

The subcommittee met at 10 a. m., Hon. Porter Hardy, Jr., chair- 
man of the subcommittee, presiding. 

Members present: Porter Hardy, Jr., Elizabeth Kee, George 
Meader, and Victor A. Knox. 

Also present: John T. M. Reddan, chief counsel; Richard P. Bray, 
Jr., counsel; Walton Woods, staff investigator; Phyllis M. Seymour, 
clerk; and Maurice J. Mountain, consultant. 

Witnesses present: John B. Hollister, Director, International Co- 
operation Administration; John H. Ohly, Deputy Director for Pro- 
gram and Planning, ICA; and John E. Murphy, Controller, ICA. 

Mr. Harpy. Let the subcommittee come to order. 

Yesterday we heard testimony by the General Accounting Office 
concerning various deficiencies that they had found in the “budget 
presentation of ICA. As I pointed out in my opening statement 
yesterday, one matter of our concern has to do with inadequate budget 
presentation. 

Among other effects of this is subsequent difficulty in postaudit eval- 
uation of performance by the agency for any given year. 

GAO witnesses testified that the deficiencies they had noted, and 
recommended ways of correcting, have been brought to the at- 
tention of the ICA both in informa] discussions and in several formal 
reports. It appears, however, that although ICA has embodied some 
of these recommendations in the course of preparing their presenta- 
tions from year to year, there were a number of points raised which 
ICA has never seen fit to accept, or reject, or even comment upon. 

Today we have representatives of ICA with us and I hope they 
will take advantage of this opportunity to comment upon GAO’s 
recommendations. 

I understand Mr. Hollister will be with us a little later on; is that 
right? 

Mr. Reppan. Yes; that is right. 

Mr. Harpy. Our first witness today is Mr. John H. Ohly, Deputy 
Director for Program and Planning. 

Mr. Ohly, will you come forward. 

You don’t have a prepared statement with you ? 
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Mr. Outry. No, Mr. Chairman, I do not, but I would like the op- 
portunity to make a few preliminary remarks. 

Mr. Harpy. You go ahead. 

Mr. Onty. I would like to identify my responsibilities within the 
agency. 

Mr. Harpy. I wish you would do that. I wish you would give the 
reporter your full name and a brief background information of your 
personal history, if you will, before you start on your other remarks. 

Mr. Outy. I would be very glad to, Mr. Chairman. 


STATEMENT OF JOHN H. OHLY, DEPUTY DIRECTOR FOR PROGRAM 
AND PLANNING, INTERNATIONAL COOPERATION ADMINISTRA- 
TION 


Mr. Ounty. My name is John Hallowell Ohly. I am Deputy Di- 
rector of ICA for Program and Planning, a role which I will describe 
more fully later. 

I graduated from Williams College in 1933, from Harvard Law 
School in 1936, and taught at the Harvard Law School the academic 
vear 1936 to 1937. I practiced law in New York from 1937 to 1940, 
also teaching part time at the Harvard Law School during some of 
that period. 

I came down to the War Department at Judge Patterson’s request 
in 1940, and was in the War Department with him until he left the 
War Department in 1947, the last year as his special assistant. 1 was 
Executive Director of the President’s A lvisory Commission on Uni- 
versal Training, headed by Dr. Compton in 1947. I then became one 
of Mr. Forrestal’s three special assistants in the Department of De- 
fense in the fall of 1947; continued in that post until the fall of 1949, 
when the Mutual Defense Assistance Act was passed, at which time 
I became Deputy Director, and then Acting Director, of the military 
assistance program for a period of about 2 years. That program, as 
you know, was merged into the larger foreign-aid program by the 
Mutual Security Act of 1951. I have been in the general planning 
and programing end of the mutual security program since that time 
under various titles—assistant to the director for planning, deputy di- 
rector for program planning, et cetera. At the present time | 
couldn't give you the exact titles, but the function has been relatively 
the same one throughout the period. 

Mr. Harpy. I don’t think the exact titles would make any material 
difference to us. You have given us an outline of a very impressive 
background. I note most of your governmental] experience has been 
with ‘the Defense Dep: irtment, and its related agenc les, and even sub- 
sequently with the foreign-aid program it has been primarily military 
until very recently; is that right? 

Mr. Oury. Until about 1951, Mr. Hardy. 

Mr. Harpy. Until 1951. Since 1951 I take it your duties have en- 
compassed both military and economic aid activities 4 

Mr. Oury. That is correct, sir. 

Mr. Harpy. Thank you very much, sir, for that background. 

Mr. Ouny. My present responsibilities fall into two categories. I 
should preface the description of these responsibilities by the state- 
ment that Mr. Hollister, in effect, wears two hats. In the first place, 
he is Director of ICA, the operating agency for the conduct of the 
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economic and technical assistance programs conducted by the Govern- 
ment, and, in the second place, by delegation from the President and 
the Secretary of State, he is the coordinator of all mutual-security 
programs ; that is, programs involving contributions to the United Na- 
tions, military-assistance programs, and several other programs hav- 

ing to do with refugees, migrants, and relief. 

T bring out these two separate duties of Mr. Hollister because my 
own office serves as staff to Mr. Hollister in that second capacity as 
coordinator, and one part of my work involves the general problem of 
coordinating the military-assistance program. 

The other part of my job has to do with overseeing the planning 
and programing of the annual mutual- security program up to the 
time that Congress appropriates funds for its implementation. After 
that time, the program becomes the responsibility of the operating 
side of the agency, and it is implemented under the direction of the 
deputy director for operations. I am not responsible for operations. 
[ am not responsible for the congressional presentation, as such, except 
insofar as the programs that are involved in a congressional presenta- 
tion do reflect the work that is done under my direction. 

I have, in some past years, made the congressional presentation, 
but this year, and in the last several, I have not been responsible for 
that particular function. 

Mr. Harpy. You are thoroughly familiar with the presentations 
that have been made, and the procedure that has been followed in mak- 
ing these presentations / 

Mr. Onty. Yes; Lam, Mr. Hardy. 

Is that sufficient on what my present role is, and on my background ? 

Mr. Harpy. I think so; yes. Do you have some other general state- 
ment you would like to make / 

Mr. Outy. I would like to make a few remarks. 

The first thing I would like to say is that ICA welcomes, and I wel- 
come, the kind of memoranda and other reports which the GAO 
has from time to time issued and made available to ICA. I am cer- 
tain, and I think I can say this without fear of contradiction, that the 
mutual-security program is probably the most difficult and complex 
program that anyone has ever tried to operate. It involves some 60 
countries of the world. It requires negotiating with the governments 
of each of these countries and the working out of joint plans with 
them. It involves trying to look into the future to forecast what m: Ly 
happen in a world which is extremely fluid, and it involves the con- 
duct of activities in which we, as a government, have had very little 
prior experience. 

Consequently, we have been trying, we are continuing to try, and 
we must In the future continue to try to improve our programing pro- 
cesses and to improve the method by which we present our programs to 
Congress. We are not going to have a perfect program this year, next 
year, or the year after. This is going to be a constant process of im- 
provement. We think we have made improvements. We think we 
have gone a long way. I think the programs we present now are very 
different from the programs we presented in 1951. 

Under these conditions, help from a source such as the Comptroller 
General, who comes in and looks at our programs in what we believe, 
and hope, is an objective fashion, and from a perspective that we can- 
not possibly have, working, as we do, so closely to these things, is 
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very helpful. In saying this, however, I don’t want to indicate that 
the only sort of changes we make are those that are recommended by 
the Comptroller General and other outside people. Take this partic- 
ular staff memorandum, for example. There is hardly a thing in that 
memorandum that we hadn’t considered before, or were not consid- 
ering at the time when the memorandum was presented. Many of 
those things we had not only considered but had taken definitive action 
on long before the time when the memorandum was supplied to us. 
That does not mean that the Comptroller General’s staff memorandum 
wasn’t a useful document; it was. It is always helpful to have the 
judgment of someone who is looking at our operations from the out- 
side, either confirming our own judgments or reminding us of the kind 
of things they brought up in that memorandum. 

Mr. Reppan. Are you referring to the memorandum which the Gen- 
eral Accounting Office sent you this year? 

Mr. Onty. That is cor rect, Mr. Reddan. 

For example, the report m: ‘akes certain suggestions that are designed 
to lessen the possibility that there might be overfinancing on indi- 
vidual projects. It suggests that we develop more detailed informa- 
tion as to the amount of money in the pipeline, on individual projects, 
showing how much has been subobligated and how much has been 
expended, as of certain dates, and projecting this information into 
the future. Well, our budget call of last summer—the budget call 
which resulted in detailed information from the missions in October 
and in printed submissions that came to me in November—called for 
precisely that type of inform: ition. Thus, as to any project with un- 
liquidated obligations of over $100,000 on June 30, ae and as to 
additional funds which were being sought for fiscal year 1958 it was 
possible to tell, by years of appropriation, the amounts obligated, the 
amounts subobligated, and the amounts expended, as of a variety of 
key dates, including a projection as to what the situation would be on 
this coming June 30 and a projection as to what the situation would be 
on June 30, 1958. 

Now, that is important information. It is information we did not 
have in preceding years. It is information which will enable us to 
put our finger on projects for which programs may be calling for 
more money ‘than needed for the followi ing year. 

I bring out this illustration at this point because I want to indicate 
that we have taken the initiative on a lot of the things mentioned in 
the memorandum and that all of the things that are simply listed in 
that memoradum did not, as of the date of that memorandum, reflect 
things which this agency had not previously considered. Again, I 
am not critical of the memorandum because of this fact, since this 
memorandum is a very helpful document. 

I might also say this, and I think Mr. Staples would agree, that 
many of the reports which are gotten out by the General Accounting 
Office reflect in their recommendations and their suggestions the 
product of discussions that have extended over weeks and months with 
people in our own organization. Many of the suggestions are ones 
that may have been made by people in our own organization and cover 
things that are already being considered for adoption in ICA. The 
General Accounting Office isn’t an organization that works apart 
from us; it is working with us, and we take into account the results 
of discussions that we have with its representatives. 
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I would now like to turn to 1 or 2 other things that I think should be 
clarified at the outset because they probably apply to all of the ques- 
tions you will want to go into. 

Mr. Harpy. Mr. Ohly, I don’t want to interrupt your train of 
thought, but specific points have come up in this presentation that 
you have just been making and I wonder whether you would prefer 
to delay discussing them until we come to them ? 

Mr. Oury. Mr. Hardy, I will follow any procedure that you would 
like. I talked to Mr. Reddan earlier, and he thought he would like to 
go through each of the points in the Comptroller General’s memoran- 
dum. 

Mr. Harpy. I wasn’t thinking about that. Here is the kind of 
thing I had in mind: You were just discussing the fact there had 
been changes made and many items considered by ICA independently 
of those that were presented by the GAO. 

I would presume that undoubtedly would be correct. There is one 
thought that occurred to me, though, when you were making these 
observations. 

Perhaps changes have been made in the method of presentation 
during recent years, if changes have been made in the type of informa- 
tion that has been submitted. But I sort of have a feeling that the 
changes initiated by ICA would be based on serving the particular 
needs of ICA rather than taking into consideration the needs of the 
Congress. 

Mr. Onty. Well, Mr. Hardy, I couldn’t disagree with that statement 
more forcefully than I shall try to do. 

Mr. Harpy. The thing that I am trying to point out is simply this: 
we are concerned with carrying out our “responsibility, you are con- 
cerned with carrying out your responsibility. 

Now, we are going to have to bring those two together somehow. 

Mr. Onty. That was the point which I was going to take up next. 
I think it isa very important one. 

Mr. Harpy. Go right ahead. 

Mr. Outy. In the first place, I would like to state that the congres- 
sional presentation consists normally of three components. First, 
there are the formal presentation books with which I think you are 
ee Mr. Hardy. They are large volumes that stand about a foot 

a foot and a half on the table, and they take up region by region and 
oumitis by country the proposed program for the ensuing years. 
Parenthetically, I might say, at this point, that as far as I know, all 
of the remarks in the staff memorandum of the General Accounting 
Office, and all of the statements made to this committee by the repre- 
sentatives of the General Accounting Office yesterday, were addressed 
to that component of the presentation. 

The second component of the presentation is the testimony before 
the committees which hear our program. We normally appear be- 
fore 4 committees, and sometimes 5; House Foreign Affairs Committee, 
Senate Foreign Relations Committee, occasionally the Senate Armed 
Services Committee, and the Appropriations Committees of both of the 
Houses. A statement was made yesterday that of course that testi- 
mony is largely classified, and therefore not available. Very little of 
that testimony is classified. Most of it is printed in the form of hear- 
ings. The hearings in the House Foreign Affairs Committee went to 
more than 1,000 pages last year, and those in the Senate 
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Mr. Harpy. I will have to concede that they were rather voluminous, 
in the Foreign Affairs Committee, but I certainly had a hard time 
digging out any detail that would be helpful to me. If what you are 
saying is all they got was what was in those hearings, then their need 
was very great. 

Mr. Onty. I didn’t say that printed testimony was all the testi- 
mony they got. I said there was a great volume of material that w as 
presented. ‘Some of it is off the record, but a very large part of it is 
printed and available to the Congress. 

Mr. Harpy. That disturbs me even more, because I did hold they 
knew enough more about this than we did to act intelligently, and I 
am not at all sure now. 

Mr. Onty. The third component of the presentation consists of 
various exhibits and other materials which are made available for the 
use of the committees, either at their request or because we feel that 
there is other information which should be available and which is not 
printed up in the large books. To print up everything in the books 
would result in books of unmanageable size from the standpoint of 
the committee and present an almost impossible job of preparation. 

I want to come back to that point later: at the moment I am just 
trying to outline the three components. 

‘Mr. Harpy. Yes. 

Mr. Onty. In connection with the third component, I would like 
to speak, by using a specific illustration, to a point made by the Gen- 
eral Accounting Office memorandum. 

It said that information with respect to local currencies derived 
from Public Law 480 should be shown in the formal presentation 
documents. 

I think that is a debatable suggestion—we will get into the merits 
of it later—but I would like now to point out that in hearings of the 
House Foreign Affairs last year there were more than 50 pages of 
testimony on Public Law 480 and the local currencies to be derived 
from Public Law 480. It covered the uses to which such currencies 
would be allocated, to the extent those uses were then known, and I 
think it actually supplied, although maybe not in the precise form 
that the General Accounting Office would think was best. and the kind 
of information about which it was talking. That information was 
printed and was available to all Members of the Congress. 

Mr. Harpy. Let me ask you just one question about it. 

Didn’t that information deal almost entirely in generalities? 

Mr. Onty. Well, do you want to define “generalities?” I thought 
it was rather specific in telling the allocations that had been made as 
among different purposes. 

Mr. Harpy. You and I might have a hard time agreeing on defini- 
tions, so let’s go ahead. 

Or. Ontry. All right, sir. 

Mr. Reppan. If I may just ask you one question there, Mr. Ohly. 
In any place in those 50 pages that you referred to, did you tell how 
much of these funds was to be used in your foreign aid programs? 

Mr. Onty. Let me answer your question this way: I believe—but I 
would have to refresh my recollection on this point—that that testi- 
mony would indicate that the availability of Public Law 480 local 
currency, or the prospect of Public Law 480 sales—-because the sales 
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are sometimes important as well as the local currency—had been taken 
into account in the development of the request which was then before 
the committees. 

Mr. Reppan. It didn’t indicate how much, did it, in dollar volumes ? 

Mr. Onty. Yes, it indicated the dollar volume of sales under Public 
Law 480, and an estimate of the local currencies to be derived from it. 

Mr. Harpy. You said estimates of those local currencies would be 
allocated, and if that doesn’t leave the door completely wide open as 
to what in the Sam Hill happened after that ! 

Mr. Onty. Mr. Hardy, I am not quite sure how you would make 
an accurate estimate of how you will allocate all your currencies from 
a sale that may take place 8 months later, in a country with whom you 
have not yet entered into negotiations. 

Mr. Harpy. I would not be too much concerned about your estimate 
being entirely accurate, if there were some way that we could find out 
what happened after the expenditures had been made. 

Mr. Onry. Well, I think you can. 

Mr. Harpy. We haven't been able to do it satisfactorily up to now, 
and that is one of the things I am hoping we are going to develop be- 
fore we get through today. 

That is just the point. I realize that before the expenditures are 
made you can’t make a very specific down-to-the-last-dollar allocation 
of your funds, and know how they are going to be spent. 

You can’t do that in your authorization presentations that come up 
here with respect to public works or any other thing that has to be 
authorized. But you can come up with reasonably good estimates, 
and you do have a requirement of accountability so that you can go 
back after the fact and make a postaudit that means something. I 
haven't been able to find out that we can do that with respect to IC A’s 
expenditures yet. That is what is bothering me. 

Mr. Onty. I would have to disagree with that. but I realize every- 
one is entitled to his own judgment on that question. 

Mr. Harpy. Well, I don’t think you could disagree with what I 
said. I said that I haven't been able to find out yet how we could go 
back and make this determination. 

Mr. Onry. We will try to help you. 

Mr. Harpy. That is exactly what I am looking for. 

Mr. Reppan. Mr. Ohly, just one more question on that. 

Do you have with you today a schedule of how much of these funds 
was used in your aid program in 1956 ¢ 

Mr. Oury. We don’t use these funds in our aid program, Mr. Red- 
dan. We are responsible for administering the local currencies made 
available under certain sections of Public Law 480, and we take into 
account, in developing our regular programs, and in carrying out our 
programs, our estimates, or our knowledge, as to the amount of local 
currency that will be available under sales that have been made or 
sales that will be made in the future. 

But one must not consider local currency from Public Law 480 
sales as necessarily substitutable for mutual security appropria- 
tions or as available to do the same kind of things we are trying to 
do in the mutual security program. For example, we have no mutual 
security programs, except programs for technical cooperation and 
small programs of military assistance, in a large number of countries 








54 REVIEW OF THE BUDGET FORMULATION 


to which we are making Public Law 480 sales. Now, if those sales did 
not take place, we would not be furnishing aid in lieu thereof in 
those countries. Moreover, of the some $500 million of local curren- 
cies which are referred to in the memorandum of the General Ac- 
counting Office, approximately 50 percent are local currencies derived 
from sales to countries in which we are not conducting defense support 
or development assistance programs. Of course that local currency 
benefitted substantially the countr ies involved. However, this doesn’t 
mean that an equivalent amount of aid funds were saved because if 
there hadn’t been those sales, we still would not have been conducting 
aid programs in those countries. 

Mr. Reppan. But in some countries you are conducting aid pro- 
grams. 

Mr. Outy. In some countries we are conducting aid programs, 
that is correct. The remaining 50 percent of those currencies relate 
to countries where we were conducting aid programs. Were you 
about to interrupt me? 

Mr. Reppan. No, I wasn’t. 

Mr. Outy. In some of those countries, if it had not been for those 
Public Law 480 transactions, it would have been necessary, if we 
were to accomplish the same United States objectives in that country 
during the time period involved, we would have requested funds 
for an additional amount of aid. That can happen in either of two 
circumstances. 

First, it can happen when a country needs food, lacks the foreign 
exchange to buy that food, and that food, if imported into the country, 
would be over and above normal marketings in that country of the 
United States, and other friendly countries. In other words, although 
a Public Law 480 transaction cannot be used under the present law 
and present regulations to cover normal imports—the imports of 
United States private and foreign importers that would have been 
made in any event—or to take away the markets of other friendly 
countries, where the need is for food above the normal marketi ings of 
that country in a preceding year, and the country lacks foreign ex- 
change, then a Public Law 480 transaction may substitute for aid 
that would otherwise need to be provided. There have been a number 
of countries where this situation has been present, and in our con- 
gressional presentation covering such a country, we normally indicate 
that our aid estimate assumes that there will be a Public Law 480 sale of 
a certain amount to pick up the import cost of the food that is needed. 

That is one case where a Public Law 480 transaction will take the 
place of aid. 

Mr. Reppan. Excuse me, Mr. Ohly, right there. 

You say you determine this on the basis of need of the country. 
You are not referring to starving countries, necessarily, are you? 
Isn’t the primary purpose of this to get rid of surplus in this country, 
under the Public Law 480 program ? 

Mr. Outy. Well, I think Public Law 480 had a joint derivation. It 
was brought about not only by the fact that there were very substan- 
tial sur pluses but also by the fact that there was an opportunity to 
put these surpluses to work to achieve certain objectives of American 
foreign policy. And I don’t think that you ought to look at just one 
side of the coin. I think the two have to be married. 
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The other situation in which Public Law 480 will serve as a sub- 
stitute for mutual security aid that would otherwise be necessary is 
this: If the problem is one of helping another Government to meet, 
through noninflationary measures, the local currency cost of financing 
the support of military forces or some other activities in which the 
United States has an interest—economic development, for example— 
and therefore, the problem is one of finding a way to get the necessary 
local currency, a Public Law 480 transaction can sometimes pro- 
vide the local currency which you need. 

For example, take the case of Korea. The Public Law 480 sales to 

that country create local currency, and some of that local currency is 

used as a means of financing the military part of the Korean budget 
and, thereby, helping to maintain Korean military forces of a par ticu- 
lar level. If Public Law 480 local currency were not available, it 
would be necessary to import goods under the mutual security program 
and to sell those goods to provide local currency in an equivalent 
amount for that purpose. 

So you do have substitutability under those circumstances. 

Mr. Reppan. In those countries where ICA has an aid program, 
could you tell the committee in dollar volume how much of these 
funds were used in 1956? 

Mr. Ounxuy. How much was used in countries where we had aid pro- 
grams ¢ 

Mr. Reppan. Yes. 

Mr. Harpy. Just a minute, now. You are getting into specifics, and 
I was trying to get through with this overall. I wanted to give Mr. 
Ohly a chance to get through with his overall presentation here be- 
fore we got into specifics, if he could. 

I don’t believe you had quite finished your discussion of the steps 
that were involved in your presentation. You first referred to your 
presentation books, and then the discussion, the direct testimony, and 
that sort of thing. I thought you had one point that was left Mr. 
Ohly. 

Mr. Outy. I have two points left. 

Mr. Harpy. I think it might be well if we go into that. 

Mr. Onty. I have described the three components of our congres- 
sional presentation, but I would like to say a word now about what 
factors influence what we include in the formal presentation books, 
and in the other components of our presentation. 

First, of course, hate is the question of how, in our judgment we 
can best present a fair, persuasive, objective, and honest presentation of 
our request to these committees and thereby induce them to authorize 
or appropriate the sums we have asked for. 

That is obviously one factor. 

Mr. Harpy. Of course, your objective would be a minimum 

Mr. Onty. I said a full, objective, and persuasive presentation, be- 
cause, in my opinion, a program of this kind is central to our whole 
foreign policy, and will be central to it for a good many years to 
come—whether we like it or not—and there is no sense in trying to 
fool anybody about it. 

Mr. Harpy. I certainly am glad to get that statement in the record. 

Mr. Onty. I think it is tremendously important that Congress and 
the public understand this program so it is our desire to present it in 
as orderly and as accurate a way as possible. 
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The second thing that influences our decisions on the content of this 
presentation is this: What the committees before which we appear, 
and which I have earlier mentioned, say they want to receive in terms 
of documents, in terms of testimony, and in terms of other supporting 

materials. This is not something which we talk about with them in 
eiaiaitied. In the case of the fiscal year 1958 presentation the peo- 
ple who are going to make the congressional presentation discussed 
with the chairman and the ranking minority member, and with the 
staffs of each of the committees before which we e appear the kind of 
presentation books that they would like to have before them when 
we presented our request—that would help them most in understanding 
the problems that we have; the extent to which certain things should 
be covered by separate tables rather than reproduced in the formal 
presentation books; the extent to which certain things might best be 
covered by testimony of witnesses, and if so, by what witnesses. Con- 
sequently, the kind of presentation books we ‘have will be tremendously 
affected by what these individuals feel they need in order to perform 
the legislative job which they have to perform and which we are re- 
sponsible for helping them to do. 

Now, I am not prepared to say, because this is not something I have 
been into, that the information in those formal books will necesarily 
meet the needs of everyone. To the best of our ability we are shaping 
it in a form which will meet the needs of the people before whom we 
appear as we have discussed them with such people. 

And I might say this, Mr. Hardy, because this troubles me, one of 
our difficulties has been to get the committees to accept, and to look at, 
presentation books that are as large and as complicated, and contain 
as much information, as we would like to present to them. Because of 
the pressures of which you are so well aware that these committees are 
under, they have indicated, for example, that the forma! volumes we 
had last year were so large and so complicated and contained so much 
information that they were difficult to work with, and that they would 
therefore rather have some of the information provided in the form of 
statistical appendixes, or as separate tables that would be brought in 
at the proper time during the hearings. 

I give this bac keround to indicate that we have been tr ving to take 
into account those ‘things which appeared relevant for ine fusion in our 
presentation. Our pr esentation by no means includes anywhere near 
the amount of data which we have available in our files on many of the 
subjects which were discussed yesterday and which were mentioned 
in the GAO memorandum. 

I certainly welcome the judgment of the General Accounting Office, 
as to the things which it thinks would make the Congressional presen- 
tation more helpful ; but we appear before four specific and demand- 
ing congressional committees, and to them we present the things which 
they say they need. To the General Accounting Office we try to pro- 
vide the things which it needs. 

Mr. Harpy. Mr. Ohly, I think I would like to comment on that just 
a little. 

I recognize the problem that you are talking about, and I recognize 
the problem of the members of a committee in digesting an awful lot 
of information that sometimes comes up in these presentation books. 
T am not on the Foreign Affairs Committee, but I have had compa- 
rable experiences on the Armed Services Committee. I recognize the 








REVIEW OF THE BUDGET FORMULATION 57 


problein that is there, but I also know that so often the types of infor- 
mation that are included are inadequate to do a proper job. 

I don’t necessarily attribute that to any deliberate intent on the part 
of the agency, and I appreciate your problem in trying to satisfy the 
committee that you are coming before, because after all, that is your 
immediate problem, and if the Foreign Affairs Committee mem- 
bers are satisfied with what you give them, they will come out with 
pretty strong support of the kind of authorization you want. 

But I have observed a considerable amount of comment by members 
of the Foreign Affairs Committee during your presentation about the 
lack—I am talking now about the hearings—about the lack of specific 
information. And I know from our own experience what a job we 
have had trying to get any information that would give us an oppor- 
tunity to make any reasonably accurate postaudit or postcheck on 
what is going on, and it disturbs me particularly to find out that people 
in your own organization don’t know what is happening. And I 
Was especially disturbed to learn from a conversation with Mr, Hollis- 
ter not too long ago, that an audit report which was an internal audit 
made by your own people and submitted in December of 1955, which 
was refused us when we originally asked for it—that he didn’t even 
know it existed until we called his attention to it. 

Now, that is the kind of thing that bothers us. I know that it is a 
big job. It is not our desire to be ultracritical, that is not the purpose 
at all. 

But we do want to be able to find out what this agency is doing. 
We want to be as sure as we can that we are getting a reasonable re- 
turn on the money we spend, and frankly, I don’t think we have in 
all of the things that we have done. I know there is going to be some 
waste in this kind of an operation, there has to be, but if we can get 
as good a return for half of the money we spent as we are getting for 
all of it we spent, we had better cut down on it and take a closer look 
at the way it is being spent. 

When I find out that your own people in the field don’t know what 
happened to it, that is what has caused us to stop and be concerned 
about the type of presentation that is made and the difficulty we have 
in getting the information, and I don’t think that what we are talking 
about would require an awful lot of extra effort if we can get accurate 
information. 

Mr. Oury. Well, of course, some of what you are talking about 
wouldn't require any additional effort on our part at all. As I said, 
there is various information that we receive and have available that 
is not contained in our presentation books, because the committees 
don’t want them in the presentation books. 

Mr. Harpy. Well now, here is a quotation from the House Appro- 
priations Committee dated July 6 of last yea 

Committee deliberations are made more difficult, too, by the lack of informa- 
tion as to past accomplishments and the vagueness of data on projected pro- 
grams. It appears that frequently programs are formulated with little or no 
consideration of the needs of the country or countries concerned. 

That is the Appropriations Committee saying that. That is one of 
the committees you are talking about making your presentations to, 
trying to give them what they want. And now they are saying that. 

Just vesterday Mr. Passman was commenting about the same ex- 
perience he was having. He told me he was going to be here this 
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morning, I am sure he must have been tied up for something, and 
hasn’t been able to get here. I wonder sometimes if some of you peo- 
ple get carried away with your own satisfaction with the presentation 
you are making and thinking that that satisfies the folks that have to 
pass on it. Obviously you are satisfying the Foreign Affairs Commit- 
tee or they would, I am sure, have insisted there be a different type of 
presentation. 

Mr. Outy. Our discussions consistently included not just the For- 
eign Affairs Committee, but the Appropriations Committee as well. 
I think that Mr. Passman is addressing himself not so much to the 
types of information that are included (which is part of what the 
GAO staff memorandum is addressed to), but, rather, to our inability 
in some cases to say with preciseness what is going to happen 18 months 
hence and to tell all the details of a project that admittedly has not 
been completely refined at the time of the presentation. I think it is 
a very real problem, and it is a problem that worries us, and worries 
Mr. Passman as we know it does. 

Mr. Harpy. If you will excuse this observation, I don’t think we 
are talking so much about the problem of being precise in ultimate 
costs of a particular project, but we are talking more about the prob- 
lem of being precise about expenditures that have just recently been 

made. 

Now, I want to make this abundantly clear. I certainly am not go- 
ing to undertake to suggest what information is needed by the Foreign 
Affairs Committee or by the Appropriations Committee. They have 
their respective duties to perform, and we have ours. If they are sat- 
isfied with what you give them, that is their business, and I am not 
going to get into that, but we have a duty to perform also, and we 
are having a little trouble finding a means of getting the information 
that we need todo it. Ours is a postaudit effort. 

The thing that concerns me about that is this: Every individual 
Member of Congress has his share of responsibility when he gets on 
that floor, listens to the debate, participates in the debate, and then 
votes on the action that is taken. I will have to confess that every ac- 
tion that I have taken in the past has been based on inadequate in- 
formation to justify the action that I have taken. Iam talking now 
as an individual Member of the Congress, because we haven’t known, 
we have gone on faith, and sometimes I think we have been let down a 
little bit and that faith hasn’t been too well placed. Now, that is the 
kind of thing that I am trying to overcome here now. I am hoping 
that in the performance of our duties, to take a look at what has been 
done to evaluate the effectiveness of the programs and the manner 
in which they have been administered. I am hoping we can have a 
little bit better guide to the future, and that the overall congressional 
action can be a little more intelligently supported. 

That is the purpose. 

Mr. Outy. I appreciate your problem. The reason I talked at 
length on this subject was the fact that this GAO staff memorandum 
is addressed to the documents that we prepare and present to the For- 
eign Relations and Foreign Affairs and Appropriations Committees. 

“Mr. Harpy. Well, if they are satisfied with what they are getting 
that is their business, and I certainly am not going to “be concerned 
with what you give them, but I am concerned with what you give us. 
Tt is just that simple. 
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Mr. Mraper. Mr. Chairman, you may have covered this before I 
came in; if so, just forget it. 

Yesterday the testimony was that this memorandum of January 9, 
that iy keep referring to as the staff memorandum, was transmitted 
by Mr. Campbell to Mr. Hollister as suggestions by the GAO on im- 
proved budget presentations by the IC ‘A. I understand that was 
acknowledged, I think under date of Febru: ary 6 of this year, and an 
indication was given that in about 2 months the comments of the ICA 
on these suggestions would be made. 

Have any such comments yet been prepared, Mr. Ohly ? 

Mr. Onry. Not to my knowledge, Mr. Meader. 

Mr. Mraper. Are you engaged in the preparation of that state- 
ment ? 

Mr. Oury. I think no draft of the letter has been prepared, but 
you will have to ask Mr. Hollister whether that is true. 

Mr. Mraprer. The 2 months is about up, that is why I was wonder- 
ing. 

Mr. Ornny. Yes: we didn’t regard that 2 months as a fixed period. 
These were staff suggestions. 

Mr. Mreaper. You keep saying “staff suggestions.” You mean they 
didn’t have the weight of Mr. Campbell’s authority ? 

Mr. Oury. Let me read Mr. Campbell's letter. 

Mr. Mraper. Do we have Mr. Campbell’s letter in the record, and 
IC A’s reply? 

Mr. Harpy. It hasn’t been put in the record. 

Mn r. Reppan. We are going to do that today. 

Mr. Harpy. Go ahead and read it in the record. 

Mr. Oury. Allright. [Reading:] 


DeaR Mr. Houiisrer: Herewith for your information and appropriate con- 
sideration are three copies of a memorandum by our audit staff on its review 
of the program presentation by the International Cooperation Administration to 
the congressional committee for the fiscal year 1957. 

The suggestions offe red in the attached memorandum are aimed toward facil- 
itating a better understanding and evaluation of the presentation by the con- 
gressional committees. eats hope they will be helpful in the continuing efforts 
of ICA to improve the form and content of its annual presentation. 

Representatives of our office will be pleased to discuss the contents of this 
memorandum in further detail with you or members of your staff. 

A copy of this memorandum is being transmitted to the Bureau of the Budget 
for its information and use in connection with the future annual program pre- 
sentations. 

Sincerely yours, 


The Comptroller General of the United State 8. 

Just to identify it, this letter was addressed to Mr. John B. Hollister, 
Director, International Cooperation Administration, and dated Jan- 
uary 9, 1957. 

Mr. Mrapver. When was that acknowledged? Do you have the 
acknowledgment ¢ 

Mr. Onty. I de not have the acknowledgement, Mr. Meader. It was 
acknowledged February 6. 

Mr. Meaper. To whom, within ICA, would that memorandum be 
referred for study and action 4 

Mr. Ouny. Well, it was referred for study to a lot of peop le. 

Mr. Mraper. Isn't there someone that has responsibility for it 4 
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Mr. Outy. The responsibility for acknowledging this, I believe, 
was given to the office of the assistant to the Director ‘for congressional 
presentation. 

Mr. Meaper. Who would that be / 

Mr. Outry. That was Mr. Peter Lavan at the time, but he was taken 
ill and had to withdraw. His task has now been taken over by Mr. 
Leonard Saccio on a temporary basis. Mr. Saccio was, and still is, the 
General Counsel of the organization as well. 

Mr. Mraper. And then it would be Mr. Saccio’s responsibility to 
take up with other officials in the ICA the suggestion made by the 
GAO, and say, “Well, this is good, we think we ‘ought to do it; this is 
no good, we think we won't do it,” and then formulate your comments, 
1 presume, and forward them to the General Accounting Office; is 
that correct ? 

Mr. Onny. Well, I would have thought, except for the way in which 
Mr. Hollister acknowledged this letter, that no comments were neces- 

sary to the General Accounting Office—that our job was to take these 

suggestions, study them and put them to use. This was not like a 
formal report of the General Accounting Office on which you might 
forward formal recommendations and comments. 

Mr. Meaper. Well, you apparently are not involved in this study. 

Mr. Outy. I am certainly involved in this study, in the sense that 
I have gone over this document for the purpose of seeing the extent 
to which, in the development of the fiscal year 1959 program, the 
suggestions contained therein would be useful. 

Mr. Meaper. When did you go over the memorandum / 

Mr. Outry. I probably saw it within 2 or 3 days after it was re- 
ceived. 

Mr. Meaper. When did Mr. Lavan cease any activity on this study / 

Mr. Onty. He resigned the first week in March. I could not say 
when he last looked at this Peer ular thing, Mr. Meader. 

Mr. Mreaper. When was Mr. Saccio given the responsibility of fol- 
lowing it through ? 

Mr. Ontny. I would guess that he took on this new assignment about 
the 10th of March. 

Mr. Meaper. And can you give the committee any idea when your 
study and your comments will be completed and forwarded ? 

Mr. Oury. No: I would prefer to have you ask Mr. Hollister that 
question. I shall continue to take the suggestions in the study into 
account as I do my work. Many of these suggestions are not sugges- 
tions of things that you specifically implement once and for all, but 
things you keep in mind all the time as you go eer your program- 
ing operations; and, of course, as I also said earlier, Mr. Meader—I 
am not sure whether it was before you came ase a very large num- 
ber of these things had been done or accomplished long before the 
staff memorandum was ever written. 

Mr. Meaper. Let me ask you, Mr. Ohly, do you have page 6 of that 
memorandum, where there are five specific points made? This is 
what they say should be included in your formal presentations in addi- 
tion to what you now include: First. the year in which the project was 
initiated; second, the cumulative obligations, subobligations, and ex- 
penditures; third, the recipient country’s monetary “share to date: 
fourth, the estimated additional cost to completion as to the United 
States and recipient country participation; and, fifth, significant fea- 
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tures, problems, conditions, or other aspects of the project that bear 
on its initiation or implementation. 

Are you familiar with that portion of the recommendations of the 
GAO? 

Mr. Onny. Yes: I am, Mr. Meader. 

Mr. Meaper. Would the inclusion of or compliance with those sug- 
gestions cost any additional man-hours and time on the part of IC Al 

Mr. Outy. Well, yes; they would. 

Mr. Meaper. Would that be substantial ? 

Mr. Outy. I think it would be very substantial, yes. 

Mr. Meaper. Mr, Ohly, isn’t the type of information requested in 
those 5 points, or suggested in those 5 points, information which the 
top management of ICA ought to have to make intelligent decisions on 
its own for the management of the program without regard to budget 
presentations / 

Mr. Outy. Information of this type is available in the agency, Mr. 
Meader, but that is another thing from putting it up in elaborate tables 
in an organized fashion in the same way for 60 countries of the world, 
and printing it up ina presentation book. 

I want to make it very plain that when I say there are certain things 
that are not included in the presentation books that doesn’t mean that 
such information is not available. In some cases such information 
isn’t available but the omission of information from the books doesn’t 
generally mean that it isn’t available, that it isn’t available to top man- 
agement, or that we may not insist upon it as part of our budget pres- 
entation. I gave an illustration earlier of a case where information 
of the precise type suggested in the GAO meinorandum for inclusion 
in the congressional presentation is not included in the congressional 
presentation but is required, at least this year, as a mandatory part 
of the submission covering every country which comes into me at the 
time that the budget is under review within the : agency. 

Mr. Mraper. Let me ask, first of all, this should have been the first 
question: Is the GAO report correct in saying that these items are not 
included in your formal presentation to congressional committees / 

Mr. Oury. That is correct. 

Mr. Meaper. That are not included / 

Mr. Outy. They are not. And they will not be included in the fiscal 
vear 1958 presentation, either. 

Mr. Mraper. Aside from the additional work in assembling this 
information in compact form, do you see any objections to presenting 
that information to the congressional committees / 

Mr. Onry. No; I don’t see any objections, do you, Mr. Murphy? 

Mr. Murreny. If the committees want it. 

Mr. Outry. If the committees want it. I see no objection to it. 

Mr. Mraper. Do you have any views on whether or not it would be 
helpful to the congressional committees in seeing a project as a whole 
to know when it originated, how much has been spent on it, how much 
has been obligated, how much is unobligated, and how much the total 
cost of the project is estimated to be at the time of the presentation / 

Don’t you think that that kind of information would help a con- 
gressional committee make a more intelligent decision ? 

Mr. Onry. Well even if I felt that a congressional committee could 
vive the time necessary to go into this thing on a project-by-project 
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basis, remembering that we have some 2,000 projects, and to go over 
the volume of information that would be involved if this were done, 
I am not sure it would be helpful to them in making the broader 
judgments that those committees are called upon to make, Mr. Meader. 

Mr. Meraper. Let me ask you whether that type of information 
wouldn’t be helpful to anyone making a judgment about how much 
money should be spent in a current fiscal year on a program? I am 

talking about ICA, I am talking about the Budget Bureau, and I am 
talking about the Congress. Isn’t this the type of information which 
any human being ought to have available to him to make a decision 
as to how much ought to be appropriated for the current fiscal year ? 

Mr. Onry. No, I don’t think so, Mr. Meader. 

Mr. Harpy. I can’t imagine any business organization that would 
ever undertake to spend money on projects of any kind without know- 
ing where he is going or where he had been. That is exactly what is 
embodied in this stuff. The very idea that there is any unw illingness 
on the part of ICA or any suggestion that the preparation of this ‘kind 
of information on a major project would be too costly or too expen- 
Sive, to me, 1s preposterous. 

Mr. Onry. Wait a second, I did not say that, Mr. Hardy. Could 
you have the record read of what I did say on that, please / 

To save time, could I just make 

Mr. Harpy. What part of that observation did I misquote you on / 

Mr. Onty. It was too costly, or that we wouldn’t do it. 

Mr. Harpy. I said any suggestion, and I certainly got the impres- 
sion from your observations that you thought it was too expensive, 
and was unnecessary, and you specifically made the statement that you 
thought that the Congress wouldn’t pay any attention to it and 
couldn’t undertake to analyze these things. You referred to 2,000 
projects. I don’t think anybody has ever suggesed that the thing 
would be made out to cover every project ICA has. But it was sug- 
gested that it be limited to the major. projects, and, of course, I don’t 
know what the definition of “major” is, and you and I might disagree 
on that. 

But in any event, any business organization, and if you have any 
business experience you must know this, would require from its subor- 
dinates information of this nature before it appropriated or allocated 
a single dollar for continuation of a project. 

But now we have abdicated our authority, and we have said to ICA 
we are going to give you this money and you spend it, and ICA doesn’t 
even want to tell us what has been done with it, and what it is going 
to cost to completion, and it doesn’t know. 

According to your testimony—and if I am wrong I want you to cor- 

rect me on this—but according to your testimony you haven't even 
undertaken in ICA to weigh these factors in submitting additional 
requests. Is that correct? 

Mr. Outy. It is not correct. 

Mr. Harpy. Do you want the committee, then, to understand thi aut 
before ICA submits a request for additional funds for a project if 
knows and has before it in its deliberations information about the year 
in which the project was initiated, information about the cumulative 
obligations, and subobligations up to date, what it is going to cost 
from there on out, and what the host country is going to participate ? 
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Are those factors taken into account by ICA when a decision is made 
to request additional funds? 

Mr. Oury. They are; maybe inadequately, but we do the best we 
can. We try to have that information, We try to take it into 
accoune. 

Mr. Meaper. Mr. Ohly, just for your own purpose 

Mr. Harpy. Mr. Meader, just one second. If he is going to take 
exception to anything I said I want him to have full opportunity to 
do so right now. 

Mr. Outy. I wanted to bring out one very important thing. This 
goes back to your opening st: :tement, and I think it is an important 
observation to make in relation to our discussion here. 

You said yesterday, Mr. Hardy, that up until several years ago we 
had proceeded on the besis of iNnstrative propesals, and that we had 
now shifted over from that to another method of presentation, 

Mr. Harpy. That ismy understanding. 

Mr. Outy. I would like to correct that understanding. We still 
proceed on the basis of what we frankly tell Congress are illustrative 
proposals. We say that these are the projects, and these are the ac- 
tivities, which, based on the best information we have at this time, 
we think we will be carrying out, and that we recommend be carried 
out, in the fiscal year that succeeds. We don’t pretend, and I don’t 
want to pretend, that there will not be changes in projects, and that 
the estimated cost of projects will not go up or down. Our estimates 
are not based on taking projects A, B,C, D, E, and F, and adding them 
up and saying this is “the amount of money that we propose for the 
program for another country during a given year. The cost of the 
individual projects is a very important factor, but that is only one 
factor. 

Take a country like Korea, remembering now that you are dealing 
with an area where statistics are not as available as in our own countr Vv 
and where, to some extent, the host government has not had the ex- 
perience in carrying programs that we have. Our problem in Korea, 
broadly stated, is this: To what extent, in what amount, and in what 
general form are resources of the United States required during the 
ensuing fiscal year to make certain that the Korean Government can 
continue to maintain a military force capable of performing certain 
missions, while at the same time taking care of its people and under- 
taking a sufficient amount of economic development to provide politi- 
eal stability to hold out some hope to the people in that area of a 
better future. That is your general problem. 

Now, how do you go about determining how much money should be 
put aside for that purpose ? 

Well, one fact in making such a determination is the extent to 
which the Korean Government itself, taking into account the resources 
it ean mobilize through taxes, the resources it is likely to obtain 
through Public Law 480, and the resources it is likely to obtain through 
the expenditures of our own forces who are there, can meet in a non- 
inflationary fashion the local currency cost of supporting these forces. 
That is one factor involved. 

Another factor is this: What are the key problems in the Korean 
economy on which the Koreans want to concentrate and on which they 
should concentrate in order to achieve a rate of development that will 
permit Korea to take care of its rising population, will permit her to 
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take on a greater share of the military burden at some time in the 
future and will hold out hope of a little higher standard of living for 
the Korean people? It may be that the problem i is one of getting more 
power, of getting a tire recapping plant, of getting the tanneries going, 
of getting other of the simpler types of manufacturing operations 
underw ay. Consequently in our presentations to the Congress, we 
indicate that during the fiscal year 1958, if the amount we are seeking 
is provided, we believe that these are the projects that make most 
sense to undertake and that this is about what we think they will cost. 
Subsequently, we sit down and talk in detail with the Korean Govern- 
ment about these projects and as we get further information, it may 
make more sense, instead of a tire recapping plant, to put in a vehicle 
repair depot. 

Mr. Harpy. Mr. Ohly, I don’t like to interrupt you. We could go 
on with this type of dissertation all day. I hope you don’t intend to 
leave with the committee the idea that the people that you have over 
there, and who have been over there for a period of time, are so in- 
competent that they cannot make any reasonably accurate forecast 1 
year in advance, and that every decision that is made has to be made 
on the prospect of a change every day. This tire recapping plant that 
you are talking about, that decision is made tod: ay and you couldn’t 
have forecast that thing 6 months ago or a year ago ? 

Certainly, you have got your technicians over there that should be, by 
this time, competent to have some reasonably good idea as to what is 
going to be required for next year, and the projects that you submit 
ought to have a reasonable degree of finality. How in the world can 
anybody operate on that kind of a basis? Do you want the committee 
to understand that the presentation that you make in support of yeur 
request for funds must necessarily be subject to complete deviation ? 

Mr. Outy. I didn’t mean to suggest that. 

Mr. Harpy. You certainly left that impression with me. 

Mr. Outy. If I gave this impr ession, of course, it was erroneous. 

Mr. Harpy. I think all of us recognize that there is a need for some 
change. We have to have a certain ‘amount of room for change in all 
of our domestic programs. In our military construction, for instance, 
we have to have a certain amount of leeway, and, of course, we are 
going to have some leeway, and perhaps a little bit more, in our foreign- 
aid activities, but to leave the impression that our people are so grossly 
incompetent that they cannot plan ahead on individual projects for 
foreign aid, to me, is a reflection on our own people that I don’t believe 
ought to be made. 

Mr. Outy. Well, it certainly shouldn’t be made, Mr. Hardy, and I 
want to be very emphatic thi at. the projects that we do inc lude i in our 
presentations are increasingly becoming the ones that are, in fact, 
subsequently carried out, and that our cost estimates are getting in- 
creasingly better. The fact which I was trying to bring out was some- 
what different: it was this: that, in order to vote intelligently on a 
mutual aid request—to pass judgment on what we propose to do— 
ii is not a matter of adding up the exact estimate of cost of projects 
A,B,C, D, and E, and coming out with a total. The cost of individual 
projects is not the sole factor in your estimate. This brings me back 
to the question which was asked and which related to whether it wasn’t 
essential, therefore—not for every project, but for the major projects 
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to have the information which Mr. Meader asked me about. I just 
wanted to bring out there are these other factors that come in. 

Mr. Meaper. Mr. Ohly, I think I am beginning to get your point 
there. I would like to take a hypothetical illustration. Let us say 
that you had had a project, a fertilizer plant project, in Korea, which 
was initiated, let us say, back as far as 1952, and on that project you 
had committed or you had obligated, let us say, $10 million. You 
had spent maybe $200,000, and you had unsubobligated $3 million. 
Let us just take that as a situation. 

You know, your people know, that the only money that can be spent 
during the current, fiscal year for which you are making a budget 
presentation is another $200,000. You know that you will be able to 
subobligate only $1 million. Now, are you telling the committee that 
you are not going to ask Congress for the amount of money that you 
are going to be able to subobligate during that fiscal year, but you may 
ask for 10 times that amount, or 50 times that amount, because, on a 
much higher level, someone has decided, taking all these things into 
account, that is, the recipient country’s foreign-exchange earnings, and 
what private investments may put in, and what may come out of the 
Public Law 480 program, and all of these other things, you have de- 
cided that we have got to give Korea $500 million so that it can sup- 
port the forces that it needs to defend itself and maintain its economy 
without runaway inflation? And so you add to each of these indi- 

viduakprojects an imaginary figure which you know you cannot spend, 
or cannot use in the fiscal year for which the presentation is made, 
because, on some higher level, someone has made a guess, based upon 
numerous intangible and unascertainable factors, that a lump sum 
has to be poured into the Korean economy to keep it going. Is that 
what you told me? 

Mr. Onty. No: I certainly did not mean to tell you that, Mr. Meader. 
Let me make several observations on that. 

In the first place. any projects we include in the presentation are 
projects which, as of that time, we fee] should be carried out in the 
following vear and which we believe require financing in that follow- 
ing year if they are to be carried out. In other words, it is not an 
addition to an imaginary sum of money that cannot possibly be spent 
and which is shown in relation to that particular project. 

Mr. Harpy. Are vou sure that is right ? 

Mr. Oury. Well, read it back to me. 

Mr. Harpy. Mr. Reporter, read Mr. Ohly’s last statement, please. 

(The record was read. ) 

Mr. Harpy. Are you sure that is right? 

Mr. Onty. I will stand by that observation, with the admission that 
there is a lot of human error from time to time: sure. 

Mr. Harpy. And your testimony is that any substantial deviation 
from that is due to human error? 

Mr. Onty. No: I said there may be human error in making these 
estimates: that is right. 

Mr. Harpy. But that is the nature in which the deviation will oceur ? 

Mr. Outry. No: there may be a lot of things that cause a deviation 
in a project. It may be that Congress cuts your appropriation; that 
vou have a blowup in the Middle East, and you don’t carry out your 
projects at all and have to change the entire nature of your program, 
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that you have a war in Indochina, or that one of a great many other 
things occur that can change the nature of what you do during the 
course of a year. 

Mr. Harpy. I am not talking about that. I am talking about the 
presentation, and it is your testimony that the projects that are listed 
in your presentation when you ask for money are, in fact, projects that 
have been worked out and are intended to be put into operation ? 

Mr. Oury. The presentation represents the best judgment, as of that 
date, based on the best information available then, as to the things we 
will do in the next year, and that will require financing in the next 
vear. 

Mr. Meaper. Let me just follow this one step further, Mr. Ohly. 
Then, assuming that you had unsubobligated for a project twice as 
much as the most optimistic estimate of what could be subobligated 
during the fiscal year for which you make your presentation, would 
you then ask Congress for no money for that project ? 

Mr. Onty. I would have to have a specific project. 

Mr. Meaper. No; | am saying, take the most optimistic of your of- 
ficials in the field and in Washington on how much money you could 
subobligate during the current fiscal year, and if you had unsubob- 
ligated | twice that amount, would you still ask Congress for money 
for that fiscal year? 

Mr. Onty. There might be circumstances in which you would do so; 
yes. I think that would be a case in which you would want to take a 
hard look as to whether you would need additional financing the next 
year. 

One point you make is very important, Mr. Meader, and I recognize 
your problem. That is this: If you have—and information of this 
kind is what enables you to have—an indication that a large amount of 
the funds for a series of projects in a given country is unexpended, or 
unsubobligated, it is a danger signal, and you should take a good look 
at those projects to see whether or not there is a valid reason for that 
situation and whether you are still justified in seeking more money 
for them. You ought to look at such projects, even if you weren’t ask- 
ing for more money, in order to tell whether your whole program in 
that country is at a level which is higher than you can effectiv ely carry 
out, given the skills, the institutions, and all the other things in the 
country that should go into the formulation of a country program. 
There are countries, particularly some of the less developed countries, 
where there is no question that you cannot go forward with develop- 
ment at more than a certain pace, and if you try to do so, you are just 
going to pile up unsubobligated funds and unexpended funds. So 
therefore, I say that as a means of identifying danger spots—places 
where the program isn’t going forward the way it ought to- this kind 
of information is very, very valuable. 

Mr. Meaprer. Well, now, in case you knew you couldn’t spend any 
new money on the fertilizer plant during the fiscal year for which you 
are making your presentation, | believe your testimony is, and you 
wanted to correct me on my previous underst: unding of your testimony, 
that you would not add money to that fertilizer project simply because 
you had to have an overall total to keep the Korean economy and its 
defense going. 
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Mr. Outy. No, it wouldn’t solve the problem, Mr. Meader, if you 
did that. You shouldn’t do it anyway. I don’t say it has never been 
done, but that I would consider to be—— 

Mr. Meaper. But you do not take, I say, a $500 million figure and 
then split it up among the projects so you come out with a total of $500 
million because you figure from these other nebulous factors that is 
what the Korean economy needs for that fiscal year ? 

Mr. Onty. The projects play a factor. What you see in the pre- 
sentation as the projects that can probably be carried out during the 
following year represents an important factor in determining the sum; 
but it is only one of the factors that determine the amount you ask for. 

Mr. Meaper. Isn’t it as a matter of fact true, as an economic matter, 
that if you add moneys to projects which cannot be spent during that 
fiscal year you are not actually getting money into the Korean economy 
to help it? 

Mr. Outy. That is correct. That is why just piling it wp doesn’t 
help your problem, that is right. 

Mr. Harpy. You can switch it around somewhere else under the 
present so-called flexibility features; isn’t that right ? 

Mr. Onty. No, he was talking about projects that could be used 
in Korea. 

Mr. Harpy. I understand. 

Mr. Meaper. The chairman is saying that even though you had it 
listed in your presentation for a fertilizer plant couldn’t you take 
money appropriated for that purpose and maybe spend it on ship- 
building, or something else ? 

Mr. Ontry. It can be done. 

Mr. Harpy. It can be done and is done. 

Mr. Onny. Yes. That has happened. You decided not to go ahead 
with a project you planned, and you substitute another project, that 
is correct. 

Mr. Meaper. Is it really the purpose of ICA to determine from 
these nebulous factors how much a country is going to have to have 
for its defense and its economic stability, and then spend that money 
somehow ? 

Mr. Onty. Not if it isn’t required to carry out the end objective 
you had in mind; but if it is required, yes. I will give you an illustra- 
tion, and I will have to keep the name of the country off the record. 
It is a country in which we are helping to maintain very sizable mili- 
tary forces while, at the same time, trying to help its economy develop. 
We had planned, as of the date of our presentation last year, to put 
(I will use imaginary figures now) $100 million into commodities 
which would be sold to create local currency to help finance the sup- 
port of those military forces. We had planned to put $50 million 
into dollar imports designed to be incorporated in specific projects— 
project type aid—turbines, equipment for fertilizer plants, or some- 
thing of that kind. We had planned to use $50 million to import 
commodities which would be sold for local currency, which would 
help to meet the local currency costs of some of those projects. That 
program had those three components. 

This is what happened. As it turned out, costs on the military 
side turned out to have been underestimated, due to inflation and other 
factors. We will say that the cost of those forces rose to $125 million. 
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Consequently, if you were still determined to maintain those forces, 
you had to allocate $125 million to their support. That left you only 
$75 million to apply to purposes for which you had earlier intended to 
use $100 million. That would mean a readjustment of the program 
in that particular country for that year. It would mean—it would 
have to mean—the elimination of certain specific projects that had 
entered into your computation when you went to Congress last year, 
and yet the elimination of those particular projects did not reduce 
the money needed to achieve, as far as you could achieve them, the 
objectives you had at the earlier date. Asa matter of fact, you would 
fall short of your objectives, because you would have to cut out some 
of those projects if you were to maintain those military forces. 

That is the kind of practical adjustment that we have had to make 
in several countries due to developments that occurred after the pre- 
sentation. It reflects the kind of program we are dealing with and 
those illustrations could be multiphed. It bothers us just as much as 
it bothers you, but it is a fact we have to meet as we operate. 

Mr. Harpy. Well now, there is undoubtedly a need for flexibility, 
but there isn’t a need for all the flexibility that you have. 

Let’s get back to this point that we were discussing a moment ago, 
the question of whether or not these are the actual projects that are 
submitted, and whether there is any real intent to put them into effect. 

Let’s take a look for instance at the $200 million we authorized be 
transferred in the Middle East resolution that was passed not so long 
ago. 

The fact that it is unexpended, and not obligated, and not tied up in 
any respect at all, indicates to me there has been some rather gross over- 
programing in the past. Is that a reasonable deduction or isn't it? 

Mr. Ouxy. I don’t think that is a reasonable deduction, no. 

Mr. Harpy. Well, every year when you have come before the com- 
mittees, there has been a substantial carryover of unprogramed funds, 
unobligated funds, maybe I should say. 

Does that not reflect overprograming ? 

Mr. Oury. Of unobligated funds, did you say / 

Mr. Harpy. Yes. I believe that is true. 

Mr. Outry. On the nonmilitary side, I think you will find there is 
virtually no carryover of unobligated funds. 

Mr. Harpy. There has also been one other little item you have had 
in certain cases. You have had exceptions provided for obligating 
those funds in the last few days of a fiscal year, but a substantial 
amount of that has been rather a “rush order” proposition at the end 
of a fiscal year, hasn’t there / 

Mr. Ouny. There has been a lot of obligating toward the end of 
the fiscal year and, under the new regulations, with which you are 
familiar, requiring that 80 percent of funds be obligated by April 
30, there is a pileup of obligations immediately before that latter 
date. We have said quite candidly to the committees after noting that 
we sometimes do not get our appropriations until August, or later, and 
that we have a program whose implementation depends on negotia- 
tions with foreign governments, that from the time we get our ap- 
propriations, we need a full 12 months in which to carry out that 
year's program. Therefore, we asked last year for an authorization 
for funds that would remain available for 15 or 18 months. We 
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persuaded the House Foreign Affairs Committee and the Senate 
Foreign Relations Committee that this proposal made sense, and we 
received that type of authorization. 

The Appropriations Committee was not persuaded. We shall 
probably ask for similar authority this year, simply so that we are 
not forced into the kind of practices that you would not approve 
in order to get the money obligated by a fixed date. It is a bad thing 
to have the present limitations in a program whose cycle simply 
doesn’t fit into the formal United States fiscal year. 

Mr. Harpy. Let meask you this. 

Is the country level of aid determined by adding up the amounts of 
the projects that are believed to be desirable and necessary, or is there 
some predetermined fixed figure that somebody decides you are going 
to have to give this country ? 

Mr. Ounty. It is neither in most cases. There will be a few cases 
where foreign policy considerations may determine the figure—not 
without reference to everything else, but where the prince ipal consider- 
ation is the foreign policy consideration. But that is not the typical 
case. 

Mr. Harpy. Well, is it ever determined by adding up the projects 
which your technicians and mission directors have determined are 
feasible and necessary ? 

Mr. Onty. Not entirely, no, because that addition would always ex- 
ceed what we ask for. There is always a screening out, but in the tech- 
nical cooperation program, generally, I would say that the amount in 
general is the addition of specific projects, although it is not all the 
projects by any means that the people at the mission level would like 
to carry out. 

Mr. Harpy. Let me get back for just a moment to the point we were 
discussing awhile ago on this question of the type of presentation you 
make, and whether or not projects which are included are actually 
valid projects that somebody at the mission has a real intention of 
carrying out. 

I got the impression from reading the hearings of last year that that 
was not necessarily the case, and I got the impression from Mr. Mur- 
phy’s testimony that actually a eood many times the projects that are 
submitted are hypothetical projects. 

Mr. Onty. T can think of cases where that might be true, Mr. 
Hardy. For example, if you know when you are making your presen- 
tation that during the succeeding year you will be introducing a pro- 
gram in a new country where you have not operated before, or if you 
are dealing with a country where your operations have only com- 
menced during the year preceding the one for which you are making 
the request, your information may be so sparse that the most you can 
do at that time is to indicate generally the kind of program that might 
be carried out. 

For example, when we came up to Congress last year, we indicated, 
[ think, that we expected by the end of this year to have programs 
going in Morocco and Tunis. Well now, obviously, at that time, it 
wasn’t possible to forecast-—— 

Mr. Harpy. Let’s talk about the old ones, in order to be a little more 
specific. According to the way I see this item here, it looks like we are 
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talking about Greece and Turkey. Mr. Denton raised that question 
with Mr. Murphy, last year. 

Mr. Outy. Would you identify the page ? 

Mr. Harpy. Page 325 in the hearing. 

Mr. Mraper. What hearing is that / 

Mr. Harpy. The House Appropriations Subcommittee, Mutual Se- 
curity Appropriations for 1957, and the date was June 7, 1956, and it 
is on page 325 of the hearings. I am assuming that this discussion 
related directly to Turkey, because there is a reference by Mr. Dorsey 
to the case of Turke »y, and then they go off the record, and that is the 
last country that is identified, just 2 or 3 sentences before we get to 
this item. 

Mr. Denton says: “Why should you not have it programed out be- 
fore you ask for the money like ever vbody else ?’ 

Mr. Murphy replied: “We have it programed on an illustrative 
basis, but our experience is after we get down from Capitol Hill we 
sometimes do not have the same amount of money we had in the 
programs.” 

Mr. Denton asks: “Why are you different in that respect /’ 

Mr. Murphy replied: “We have an international aspect most 
other Government agencies do not have to confront.” And then Mr. 
Denton says, “Why is that different ?” 

And Mr. Murphy says, “Negotiations with other governments are 
normally time consuming.” 

Mr. Denton asked this question: “Is there any re ason you cannot 
have negotiations completed before you ask for money?” This is the 
illuminating point. 

Mr. Murphy says, “Yes. We could not sit down and talk with these 
countries on hypothetical figures without getting out on a limb.” So 
now he is talking about hypothetical matters, and apparently that is 
the sole basis on which that presentation was made. I don’t know, 
that is the sort of impression I get. 

Mr. Onty. Well, Mr. Murphy can speak for himself. 

Mr. Harpy. Yes, we will let him speak for himself. 

Mr. Outy. As I understand it, as you use “hypothetical” there, it is 
hypothetical insofar as the country is concerned, because the country 
doesn’t know—you don’t know whether the country is going to get 
that amount of money, because you don’t know what Congress is going 
to do. 

Mr. Meaper. You would rather be hypothetical with Congress than 
Turkey ? 

Mr. Onty. No; I didn’t say that. It is hypothetical as far as the 
country is concerned. But Mr. Murphy can speak to that specifi- 
cally later. 

Mr. Knox. Mr. Chairman, may I inject a question ? 

Mr. Harpy. Yes, go ahead. 

Mr. Knox. Mr. Ohly, relative to your projects in countries where 
you now have programs going, is it true that you do not discuss these 
programs or the project with the host country prior to coming to 
Congress to determine as to their ability to make a contribution in 
funds or in kind ? 

Mr. Onty. No; that is not true. 
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Of course, we discuss it with them, but there is a point beyond which 
we cannot go, and beyond which I am not sure that Congress would 
want us to go, until we have funds in hand. 

Mr. Knox. I am not speaking of new countries where we have no 
projects or programs in operation. It is in countries where we do 
have, and there are carryovers of funds that had been appropriated 
for that particular country, as of December 31, 1956, there was some 
$8,200,000 of unexpended foreign aid funds. 

Of that amount, $514 billion was unobligated——— 

Mr. Outry. I don’t know where you got your figures, sir. Taking 
both military assistance and nonmilitary assistance funds, $514 billion 
is some $2 billion more than we had appropriated for this year. 

Mr. Knox. There was over $8 billion of unexpended funds as of 
December 31, 1956, and of that amount approximately $51, billion were 
unobligated. 

Mr. Onty. I think that I now know the derivation of your figure. 
Under the legislation applicable to the military-assistance program, 
there is a procedure which could best be described by the following il- 
lustration : 

If 50 airplanes are to be provided for the mutual-security program, 
the office of the Secretary of Defense will place an order on the Air 
Force to provide those planes. That order on the Air Force, when 
recorded, constitutes what is known as a “reservation,” and it ties 
up. in the same way as an actual obligation would do, an amount of 
mutual-security funds equal to the amount required to finance the 
procurement of those aircraft. However, those mutual-security funds 
are not actually used by the Air Force to procure that plane. Instead, 
the Air Force finances the procurement of the plane itself. Then, 
when the planes are later delivered, the funds which have been re- 
served are paid over to the Air Force in reimbursement. The obliga- 
tion and expenditure take place simultaneously. 

And of this $5.5 billion, a very substantial amount would represent 
“reservations.” This is a procedure which was worked out rather 
carefully with the Appropriations Committees, and I believe they con- 
sider “reservations” to have the same effect as obligations, and reserved 
funds not to lapse at the end of a fiscal vear. 

That procedure is inapplicable to the non-military side of the pro- 
gram. On December 31, 1956, on the nonmilitary side of the program, 
the unobligated funds were $1.3 billion. | 

Mr. Knox. Well, the figures I have were not broken down relative 
to military or nonmilitary. 

Mr. Onty. I appreciate that. We can break it down for you if you 
wish. ; 

Mr. Knox. Going back to your host country, where there are pro- 
grams in operation do you always have a commitment from the host 
country as to their contribution prior to coming to Congress to initiate 
new projects in that particular country ? | 

Mr. Onry. The answer is “no.” : 

Mr. Knox. What do you use as a basis of justification to make a 
request for funds when you don’t even have a program in the form 
of projects for that particular country ? 
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Mr. Outy. We do have a program in the form of projects, and of 
other requirements for that country, but that program does not reflect 
projects which have been necessarily agreed to with the host country. 
As a matter of fact, I would think that insofar as it involved forward 
financing, the Congress might be a little troubled by the executive 
branch making agreements with foreign countries to finance projects 
before it had any forward commitment authority. 

Mr. Harpy. Don’t you take any notion that we are making any sug- 
gestion that you do that. 

Mr. Onty. I am just saying I thought you would be disturbed by 
that. One of the problems in this program is the fact that you can 
never finalize what you are going to do except as you finally sit down 
with the country with money in hand and say, “Yes, we are prepared to 
do this; now, let’s work out the final specifications together.” Until 
you can do that, and you can’t do this unless you either have appropri- 
ations or some other commitment authority, you can’t say to anyone, 
this is finally what we are going to do. 

Mr. Knox. Mr. Ohly, I think you should be a little more realistic 
relative to the projects in these countries where we do have programs in 
operation. Am I to understand that our people that are in the ‘Foreign 
Service are the people that are initiating these programs; or is the 
host country initiating them ? 

Mr. Onty. They are initiated by the host country, but there is no 
question, as has been said repeatedly, that sometimes the particular 
project may have come from a suggestion of one of our people. That 
is the way some of these programs are developed in less-developed 
countries. It is the only way they could be developed; these people 
need our technical help in deciding how they are going to carry out 
their development program. But we do not go ahead on a project 
unless the project has been formaly requested by the government. in 
question. 

Mr. Knox. This happens, then, after you have had appropriations 
that the host country has not projected their views into a particular 
project ? 

Mr. Onty. No. I just said there has not been finalized agreement. 
In most countries where we have going programs, there has, un- 
doubtedly, been discussion of possible projects in the event the funds 
are available. Undoubtedly there has been a great deal of discussion. 
Often, in fact, usually, we have in great det: Lil information about the 
projects that will be carried out. Seventy-five percent of our projects, 
Mr. Knox, are what you might call continuing projects, and new funds 
for them will merely carry forward in a subsequent year some- 
thing that you are alre: dy doing. Seventy-five percent of the projects 
that appear in our books are of ‘this type. There is great detail avail- 
able on these projects, and assuming the money is available, it is al- 
most certain that those projects will be continued in the succeeding 
year. The other 25 percent will represent new projects, although some 
of those are new only in the sense that they don’t call for a repetition 
of precisely what we are doing in the preceding year. They may rep- 
resent just another facet of something that we are already doing. 

Mr. Knox. Mr. Ohly, I was greatly disturbed yesterday by the testi- 
mony of GAO for one host country, where one host country had an 
appropriation of some $15 million, and the report GAO received from 
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ICA, I would assume, indicated that over $12 million of that $15 mil- 
lion was accounted for only as miscellaneous items. 

Mr. Outy. Well, if you would like to turn to that section of the staff 
memorandum I would be very glad to comment. In the first place, 
their statement was that it was not accounted for in a specific table on 
a specific document to which they were referring. And which they 
cite—— , 

Mr. Knox. It was accounted for as “other expenditures.” 

Mr. Outy. Ina specific table, in a specific document. 

Mr. Knox. All I have is the testimony of GAO. 

Mr. Ouny. Yes; I appreciatesthat, Mr. Knox. I am just trying to 
pinpoint what it was that the GAO representative was speaking to. 

As I recall, this had to do with the table in the 1957 presentation 
book showing estimates with respect to pele theae assistance for 
Guatemala. 

Customarily in our presentation books—— 

Mr. Harpy. Isn’t that classified ? 

Mr. Reppan. That is classified ; isn’t it? 

Mr. Harpy. I don’t want you to testify in open session on classified 
information. If vou are not going to declassify it for us, let’s clear 
it up before you start. 

Mr. Ouxy. This is past information. 

There is no reason—— 

Mr. Harpy. Frankly, I don’t think there is any reason for any of it 
to be classified. 

Mr. Outry. Insofar as the particular figures I am speaking to, they 
san be on the record, Mr. Hardy. 

lam referring now to figures shown in the General Accounting Office 
staff memorandum which appeared in the fiscal year 1957 mutual se- 
curity presentation document with respect to development assistance 
to Guatemala. I might just say, Mr. Knox, if you are not familiar 
with our presentation books, that they customarily show not only the 
estimate of everything requested for the year ahead, but also statistics 
on the year in which we are then operating, and also the year preceding 
the year in which we are operating. 

Mr. Knox. What is your base of determination 

Mr. Outy. What is that? 

Mr. Kwox. As to anticipating your expenditures for the next year. 

Mr. Onry. Are you asking another question, or are you still on the 
same point ¢ 

Mr. Knox. I am still on the same question. You mentioned it, I 
followed up on it, and asked you what you used as a base. 

Mr. Outy. Could I answer the first part of your question first ? 

Mr. Knox. Yes, proceed 

Mr. Oury. The figures—the specific figures which the General Ac- 
counting Office referred to—were figures with respect to the 1956 pro- 
gram for Guatemala, not for the program for the year ahead, but for 
the program for the year then in operation. These figures were not 
satisfactorily explained in the presentation book, but there were ex- 
planations to the House Foreign Affairs Committees and the other 
committees to which we went. 

Mr. Harpy. Will this gentleman yield right there? 

Mr. Knox. Yes, sir. 
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Mr. Onxy. It should have been, I hasten to add. 

Mr. Harpy. Let’s explore one ‘other thing. You said it was satis- 
factorily explained to the Foreign Affairs Committee. Do you have 
any plac e where that explanation 1 is exhibited ? 

Mr. Onty. I think in that case we will probably have to get out 
the classified transcripts, Mr. Hardy. 

Mr. Harpy. Is it your testimony, also, that it was explained in detail 
to the House Appropriations Committee ? 

I am not sure whether you said that or not. 

Mr. Onny. I would have to check to be absolutely certain of that. 

Mr. Harpy. As a matter of fact, 4o you know as a fact it was ex- 
plained to the Foreign Affairs Committee ? 

Mr. Oury. Yes; Lam certain it was. 

Mr. Harpy. Were you present ? 

Mr. Onty. No. 

Mr. Harpy. Have you read a transcript that has it in it? 

Mr. Outy. I know generally that a great deal of time is—— 

Mr. Harpy. Mr. Ohly, I actually don’t know that it is particularly 
important, but you are making statements up here that I am not sure 
you have a real basis for making. 

Mr. Onry. Let me put it this way. To the best of my belief, know- 
ing that the Guatemala situation was diseussed thoroughly in that 
committee. 

Mr. Harpy. I will accept that, that is better. 

Mr. Onty. This matter was taken up, because it was a part of the 
central problem. Let me also say this: most of this money for this 
particular country was not included in the executive request to Con- 
gress for the fiscal year 1956. This was an amount which Congress 
wrote into the appropriation over and above the amount the executive 
branch had asked for. Congress felt that more money should be spent 
in this particular country during that particular year. But Mr. Knox, 
I couldn’t agree with you more ‘that the presentation book was sloppy, 
and ine omplete, in failing to indicate what this money was for. 

Mr. Harpy. I want to congratulate you, Mr. Ohly, on that very 
clear and understandable testimony. 

Mr. Ounty. I would like to follow this figure situation with respect 
to Guatemala a little bit further. I checked our presentation books 
for fiscal years 1955 and 1956. I find that the amount we actually did 
request for Guatemala in 1956—an amount comparable to the amount 
that was shown for Guatemala under this category of “other costs for 
fiscal year 1956” in the fiscal year 1957 book—was explained. Conse- 
quently the committees to which the fiscal year 1957 book went were 
familiar, I believe, with the kind of activity that was involved, again 
admitting that the 1957 book should have explained it. 

I think the General Accounting Office, in saying that it is wrong 
not to identify these “other costs” more fully than they were in these 
books, is certainly correct, although I must say that there were a num- 
ber of cases cited by them where the books explained very adequately 
what these “other costs” were; they picked some rather bad examples. 
In the case, for example, of Vietnam, there was a specific footnote on 
the table in question, saying what the purpose was, and in the case of 
Egypt, there was a description in the narrative as to what was in- 
volved in that particular case. It constituted the reservation of money 
against a grant toward the Aswan Dam, the money had been set aside, 
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and that was part of the testimony and part of the narrative descrip- 
tion in the book. In these other cases, I am afraid that the description 
was faulty. 

Mr. Knox. Well, Mr. Ohly, could you inform the committee why it 
Was n0t in the presentation book? 

Mr. Ouxy. Well, I think the reason it wasn’t in it was bad prepara- 
tion of the material on the particular country for the presentation 
book. It certainly should be included, and under our instructions 
this year I hope there will be no item listed as “other cost” which is 
not described. 

Mr. Knox. As I recall the testimony of GAO yesterday, there were 
several cases where “other costs” were involved which were lacking 
in explanation of how the money was spent. But I recall I did re- 
quest the GAO to give me the one with the largest amount of money 
that was involved, and that was the $12,200,000 that was listed as a 
miscellaneous item. So there is not just one case, is there; there are 
several ? 

Mr. Outy. No; there are several cases. They are listed there, in 
the staff memorandum, Mr. Knox. Some of them are not valid, but 
there are 3 or 4 of them that are. 

Mr. Reppan. Mr. Ohly, I would like to ask you just one specific 
question here. I won’t identify the country, because it apparently is 
still classified. But this amount of $50 million, that is on the bottom 
of that page 9. 

Mr. Outy. Yes. 

Mr. Reppan. You said that the $50 million “other costs” was ex- 
plained in the footnote. Now, isn’t it a fact that one footnote says 
it is military and the other footnote says it is nonmilitary ¢ 

Mr. Outy. I don’t think so. But it could be there is that error. I 
would have to check on that. 

Mr. Reppan. I was wondering which was correct. 

Mr. Outy. I believe military would be correct. 

Mr. Reppan. I don’t have the books. I can bring them this after- 
noon. 

Mr. Knox. Do you feel, Mr. Ohly, Congress can justify the con- 
tinuation of appropriations for ICA when we don’t have any further 
explanation than what we have had in this case? How would you 
feel if you were a Member of Congress and were called upon to make 
a decision in casting a favorable or an unfavorable vote for the 
foreign aid appropriations / 

Mr. Ounty. Are you referring now to the explanation here in the 
case of Guatemala, or generally / 

Mr. Knox. That is correct. 

Mr. Onny. If the presentation book were the only thing that were 
involved, and there was not a discussion in the committees about this 
country and the problems of the country, and generally about what 
was going to be done in that country during the succeeding year, I 
would say “Yes,” but there is a lot more information about the 
amounts involved for the ensuing year in the case of this country 
than is simply reflected in the two figures that you have read off. 

Mr. Knox. Why don’t you remove the curtain between the Con- 
gress and ICA ¢ 

Mr. Outy. A large amount of information was in the presentation 
book about this particular country and about the program planned 
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in that new or country. There was additional testimony about 
that country. I don’t know whether any other special materials 
were given the committees with respect to this country. 

Mr. Knox. Apparently GAO didn’t need any special tables. 

Mr. Outy. They will have to speak for themselves, but. as I under- 
stand it, the only thing as to which GAO was testifying was the fact 
that in a partic val: ar table in our presentation book there are items listed 
as “other costs” which are not specifically identified. I do not think 
that they were testifying that the information was not available to 
them, that it was not available elsewhere in the presentation book, 
or that it was not made available to the Congress on the part of the 
presentation. 

Mr. Knox. Possibly we should get that information from GAO. 

That is all, Mr. Chairman. 

Mr. Harpy. I don’t recall on that particular point there was any 
inference that the information was deliberately withheld. I don’t 
recall there was any such inference as that, but it wasn’t presented, 
that was clear enough. 

Now, there is just one other point that I would like to touch on here 
just a little bit. I think we will break up in a few minutes. 

We have done a good bit of talking about not being able to discuss 
these matters on these specific projects with the host countries before 
they are submitted to the Congress. Is there any real, legitimate and 
honest reason why we have to commit ourselves before a host country 
to whom we are going to give something commits itself? 

Mr. Outy. Stated in the abstract, I would say “No.” 

Mr. Harpy. Let us state it in the tangible. 

Mr. Onry. Well, give me an example. 

Mr. Harpy. You are in a much better position to do that than I am. 

Mr. Onty. No; I think not. I would like to talk in the concrete, 
but I am trying to define the question so we have a meeting of minds. 

Mr. Harpy. I don’t want to apply it to:just a vy single specific, but I 
think in order to ever get down to earth that we are going to have to 
get into specifics. Let us take a program that we touc hed on down in 
Latin America, one that 

Mr. Mrapver. The housing project in Brazil. 

Mr. Harpy. Which housing project are you talking about ? 

Mr. Mraper. To teach the farmers how to build a better farmhouse. 

Mr. Harpy. That is exactly the one [I am thinking about. That is 
a project that got its publicity from Chic Sale. It covered a lot of 
territory down in Latin America, and finally our sanitation people 
did an unusual job in building privies all over that part of the world. 
Is there any good reason why our technicians down there couldn't 
have worked out that project, computed how much it was going to cost, 
and had an understanding with the Brazilian Government that we 
think this is a good project, and if it is agreeable with you we will try 
to get some U nited States funds for it?! What is wrong with that 
procedure ¢ 

Mr. Outy. In that particular case, that presents no particular 
problem. 


Mr. Harpy. Let us apply that worldwide, and explain what is the 
problem. 


Mr. Outy. Let use take a dam. <A country may say: “We con- 
sider that the construction of this dam, with its accompanying irri- 
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gation, power, and land reclamation aspects, is the key thing in the 
development of our country. We would like your help. We can’t 
swing this ourselves, we haven’t got the foreign exchange, we don’t 
have the technical know- how, and we might not even be able to take 
care of all of the local financing.” 

You can talk generally about a dam like that, but until you get 
down to the concrete details of specifications—to a consideration of 
the kind of powerplant, the kind of turbines, the type of floodgates, 
et cetera—to the engineering of the whole thing—you can’t begin to 
make final estimates to decide what kind of contracts you are going 
to have, or to determine exactly how you are going to do the thing. 

The country may say: “We are willing to put our all into this 
business and prepared to go ahead with it,” but it probably will not 
be willing—and this may “be wrong, but this is one of the facts we 
face—to go ahead and take all the steps that will finally be necesary 
on its part: —to seek appropriations of its own, to pass legislation to 
condemn land, to condemn land, to make all the necessary surveys, 
et cetera, until it has some more assurance that we are interested in 
backing the project. 

Mr. Harpy. Well, now, those things certainly aren’t necessary be- 
fore the development of the project in considerable detail by our 
technicians. Certainly we go through the same thing here. 

Mr. Onry. Oh, yes. But they may find, after they sit down with 
the host government, that the government has run into a problem— 
for example, that it is unable to get hold of land in a certain area, 
and that the dam has to be redesigned, and the reclamation concen- 
trated in a slightly different area. 

Mr. Harpy. Don’t we have that happen, too? 

Mr. Onry. We do, certainly. 

Mr. Harpy. But we don’t go through this business of appropri- 
ating money before we—— 

Mr. Ouy. No, but we are not dealing with another government. 

Mr. Harpy. If we are going to participate with a foreign govern- 
ment in the financing of a project from which they derive the benefit, 
why have we got to defer any hypothetical—if you want to use that 
word, it was Mr. Murphy’s word—discussions to the effect that we 
believe this is a good project, we join with you in thinking so; we 
will ask for some money for it next year and hope that we get it? 
What is wrong with that approach ¢ 

Mr. Onty. Well, I think it is all right up toa point, except that 
I question whether it is advisable for a United States Government 
official, until the appropriations have been made, and until the execu- 
tive branch can look at what has been appropriated worldwide, and 
without knowing what problems will confront the United States 
Government at the beginning of the next year, to say that a particular 
amount of money is going to be used in a particular way, or that the 
United States is going to support a particular project. 

Mr. Harpy. Of course they cannot say a particular amount of money 
will be available to support a particular project. But certainly he can 
say as a technician, I believe this is a good project, and I am willing 
to see whether or not we can get it through the Congress. 

Mr. Outy. I see no objection to that, although you don’t put spe- 
cific projects through Congress. 

91999576 
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Mr. Harpy. No, but maybe we are going to have to start. 

Mr. Outy. Well 

Mr. Harpy. If I have my way, we are going to do a little better 
on it. 

Mr. Outy. I think it would be inadvisable. 

Mr. Harpy. Of course you think it would be inadvisable to tie some 
strings on ICA that they haven’t had before. No one wants to be tied 
down when you have a free hand. It has been a little too free in my 
judgment. Nobody wants to give up the power it has had, not even 
to Congress who delegated it to you in the first place. 

I think this is a good place for us to adjourn, before I start preach- 
ing. I think we can meet this afternoon at 2 o’clock. 

Suppose we try to get into some specifics this afternoon, and let 
Mr. Reddan proceed to develop the points he has worked up here, 
and, if we can, we will meet back here at 2 o’clock this afternoon. 

(Whereupon, at 12:05 p. m., a recess was taken until 2 p. m. of the 
same day.) 





AFTERNOON SESSION 


Mr. Harpy. Let the subcommittee come to order. 

The Chair wants to express appreciation for the presence of our 
colleague, Mr. Passman, who is with us today. We make it a practice 
in our hearings, at least I have always made it a practice even since 
I have been chairman of this subcommittee, to invite the Appropria- 
tions Committee chairman who is concerned with the agencies we are 
dealing with, and I am delighted Mr. Passman has been able to find a 
little time to be with us this afternoon. I know that he is very much 
concerned over his responsibilities in the Appropriations Committee, 
and I hope that some of the things we developed here will be of some 
value to the Appropriations Committee in its deliberations. 

Mr. Passman. Thank you, Mr. Chairman, I am here just to observe, 
and I may not be able to stay here very long. I am on 3 subcom- 
mittees and we have 1 as hot as a firecracker, dealing with postal 
service. In a little while I will slip out, but it is an honor to be here 
and observe, and I am sure I will get something out of it. It will be 
beneficial in our consideration of the bill. 

Mr. Harpy. Thank you for your comments. 

We are going to take up this afternoon some of the specific sug- 
gestions made by the General Accounting Office, in a memorandum 
which it sent to the ICA, for improving the information which ICA 
submitted to the Congress in its budget presentations. So, Mr. Red- 
dan, if you will de velop these items, according to the program that 
you have set up. 

Mr. Reppan. Mr. Chairman, in the interest of saving time, perhaps 
if Mr. Murphy came up to the witness table along with Mr. Ohly 
we could proceed faster. 

Mr. Harpy. Come on up, Mr. Murphy, and take a seat up there so 
we can have the benefit of your comments as they may be needed. 

For the benefit of the record, Mr. Murphy, will you give the reporter 
your full name and your roponsitlitiees? 
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STATEMENT OF JOHN E. MURPHY, CONTROLLER, INTERNATIONAL 
COOPERATION ADMINISTRATION 


Mr. Murpnuy. Yes, Mr. Chairman. My name is John E. Murphy, 
and I am Controller of the International Cooperation Administration. 

Mr. Harpy. All right, that is fine, go ahead, Mr. Reddan. 

Mr. Reppan. Mr. Ohly, this morning I understood you to say, and 
correct me if I am wrong, that the main deficiencies referred to in this 
memor andum, which I ‘will refer to as the Ji anuary 1957 memoran- 
dum, have been corrected, or you anticipate correcting them in the 
near future; is that right? Did I understand you ‘correctly this 
morning? 

Mr. Ouny. Yes, although that does not mean that in correcting the 
deficiencies we would in all cases follow the specific recommendations 
of the GAO as to the means by which they would be corrected. As 
I said this morning, I don’t think some of the recommendations are 
practical recommendations, or good recommendations, but we are 
considering, and have been considering them, and some of them have 
been put into effect. 

Mr. Reppan. I see. As we go through these recommendations will 
you indicate to us which you consider practical and which ones 
impractical ¢ 

will try to take up each item in the memorandum, 

You have not, as I understand, replied to this memorandum ¢ 

Mr. Ounty. That is correct, Mr. Reddan. 

Mr. Reppan. Now, start with this first item here, the systematic 
recording of program changes. 

Mr. Harpy. Where is that? 

Mr. Reppan. That is on page 3 of the memorandum, 

Mr. Harpy. Wait a minute, before you get any further. Have we 
declassified any of these items, these specifics ? 

Mr. Reppan. Yes, on page 4, we have declassified the first one and 
the second one. 

Mr. Harpy. Let’s let Mr. Murphy or Mr. Ohly tell us what has 
been declassified. 

Mr. Murpnuy. On page 4, the item No. 2 has been declassified relat- 
ing to Pakistan, the inter-——— 

Mr. Harpy. How about No. 1? 

Mr. Murreny. That at the moment, is still under study, Mr. 
Chairman. 

Mr. Harpy. All right; any more? 

Mr. Mureny. | hope to have an answer on that very shortly. 

Items 4 and 5, relating to India, have been declassified. And on 
page 9, the items relating to Guatemala, Haiti, and Egypt have been 
deck: assified, and the items relating to Iran and Vietnam, except inso- 
far as 1957 figures are concerned, have been declassified. 

Mr. Reppan. How about w ith respect to Jordan, Mr. Murphy ? 

Mr. Mureny. That is still classified—oh, I beg your pardon, that 
is classified, again only insofar as 1957 is concerned. 


Mr. Harpy. Haiti and Guatemala are completely declassified. 
Mr. Murruy. And Egypt; yes, sir. 
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Mr. Harpy. All right, now we can proceed without being bothered 
too much with this business of classification. Go ahead, Mr. Reddan, 
get back on your project. 

Mr. Reppan. dn page 3 of the GAO January report, they say that 
ICA does not follow a systematic procedure for recording program 
changes. 

Now, can this be done? Can you assemble in one place these pro- 
gram changes? 

Mr. Onty. I think that depends on what you mean by program 
changes. 

Mr. Harpy. Don’t you understand what the GAO meant, or do you? 

Mr. Outy. I am not certain I do, sir; no. 

Mr. Harpy. What would you understand to be meant by a “pro- 
gram change” ? 

Mr. Our. Well, from reading it in the context here, one could 
conclude that you should have at one point in the agency all data, both 
general and specific, about projects and programs affecting that coun- 
try. Now, if that proposal is carried to an extreme, I don’t think it 
would be practical. For example, I am not sure it is desirable to show 
in a single file why it was decided to substitute a specialist in the field 
of vocational education for a specialist in another field of vocational 
education. 

Mr. Harpy. Is that a program change? 

Mr. Onty. Yes, that is program change. 

Mr. Harpy. It is a program change to change the individual who is 
running the particular program ¢ 

Mr. Outy. Certainly, it is a program change. rogram change 
can be anything from a change in the total amount fae program to 
a change in the particular type of technician with a particular degree 
of skill required on a particular project. I don’t think that the GAO 
probably meant the latter type of change, but I would like clarifica- 
tion in this regard. If it is just a question of having a file where the 
documents relating to the general program are concerned, I would 
think that such a practice is desirable. I also think it is generally 
true that our files are arranged on that basis, and that the country 
files on any country will show what changes have been made. 

Mr. Harpy. Let me see if I can clear up this thing. I am trying 
to think now in terms of something that would be useful. 

Would you say that if you do not have now some central point in a 
mission or in Washington, preferably in both, that you can go to and 

see where there has been any consequential "change in a particular 
program in a particular country, that there ought to be somewhere 
that you could do that without having to go down to the man that is 
actually in the field doing the job? 

Mr. Oury. Yes, and there is a place. 

Mr. Harpy. There is a place? 

Mr. Reppan. Mr. Ohly, the program changes the GAO is referring 
to here are the changes which affect the levels of aid which you set 
up when you are drawing up your budget presentation. 

Mr. Harpy. Where do you see that? 

Mr. Reppawn. It is right here. 

Mr. Harpy. That is correct. The first sentence in there says pro- 
gram changes were made in the country levels of aid. Now, let’s 
confine our thinking to that particular feature. 
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Mr. Ontny. All right, I will do that. But let me point out a later 
sentence where it says: “Similarly no one office within the agency is 
responsible for maintaining all the data pertaining to programs or 
projects proposed for a particular country. 

Mr. Harpy. Let’s talk about the level of aid first. Is there a place 
in the agency now where you can find those at your fingertips, or 
have you got to look around for them 

Mr. Ouny. I think you would find that the country desk would 
have an indication of changes of levels in aid in the program. I can’t 
say that this would be true for every country, because I can’t be sure 
how well each country desk keeps its records. 

Mr. Harpy. Maybe that is a question the controller ought to answer, 
perhaps it is more in his field. 

Mr. Murpuy. I wouldn’t answer that any differently than Mr. 
Ohly, Mr. Chairman. I think that probably if you allow for degrees 
of variation as among any set of similar jobs by the personnel occupy- 
ing them, that you will find variations of degrees in the performance. 

Mr. Harpy. As controller, you are satisfied that there does exist a 
proper system of recording changes in the levels of aid in the various 
programs ¢ 

Mr. Murrny. No, I wouldn’t say that, Mr. Chairman. 

I would say I am, as controller, basically a very methodical per- 
son, and I think personally it would be desirable if there were some 
kind of a form maintained at each desk which, if you limit this to 
just the changes in the level of aid 

Mr. Harpy. I am not talking about forms, I think we have too 
many forms. 

But suppose you wanted to know what is the particular level of 
aid of a special project in Timbuktu, as of right now? Is there 
anvwhere you could go to find that ? 

Mr. Murrpny. Yes, sir; F can get that right in my own office. 

Mr. Harpy. You have that? 

Mr. Mvurrtriy. Yes, sir. 

Mr. Harpy. I sort of got the impression GAO didn’t know it. 

Mr. Mvrrtry. I don’t think that is correct, Mr. Chairman. I have 
a copy, and a complete set of documents on every project we imple- 
ment throughout the world. 

Mr. Harpy. Let’s pass over that one, and we will settle any dis- 
crepancy that may exist as between the GAQO’s position and ICA, 

Mr. Ounny. I frankly would appreciate it, Mr. Chairman, because 
they made a rather broad statement yesterday that there was no way 
to find out what changes are made in programs, and indicating they 
could not find it out. I don’t think they actually meant it literally, 
but if there are instances of that we would certainly 

Mr. Harpy. It is your position that they are in error in such a broad 
allegation. 

Mr. Outy. In its breadth, certainly. 

Mr. Harpy. We will come back to that and try to resolve it. before 
we get through. Let’s go ahead with another. 

Mr. Reppan. I think we should clear this one step further. What 
GAO is talking about here is how your level of aid is determined, how 
it is established. Mr. Murphy, do you have the information that will 
tell how you reached any level of aid for a country ? 

Mr. Murpny. I, personally ? 
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Mr. Reppan. In your office. 

Mr. Mvurpny. No, but it is available in the agency, usually at the 
country desk level. It varies from desk to desk. the kind of record- 
keeping that is done, but it is my judgment that you could go to the 
country desk and trace this development of the level of aid. 

Mr. Reppan. The country desk would have all of the information 
that we would need, for instance, to find out how vou determined the 
level of aid in Pakistan, this year, for instance? 

Mr. Murrpuy. Yes. 

Mr. Reppan. Or last year. 

Mr. Harpy. If there was a change in the level of aid in Pakistan, it 
is your testimony that you would have a record of that in your office. 

You wouldn't have the reasons that the change was made, but you 
could go to the country desk and find that out, is that right? 

Mr. Murrny. I would think generally speaking that would be the 
case. There might be exceptions, Mr. Chairman. You are doing 
business with sixty-some-odd countries, and as I say you get various 
levels of performance. 

Mr. Harpy. I understand that. You are not going to have perfec- 
tion. 

Mr. Mourpnuy. That is right. 

Wouldn’t you say that is true generally ? 

Mr. Oury. I don’t want to disagree with Mr. Murphy, but i think 
in some cases, not in many cases, that you would not find a piece of 
paper which would describe in detail the reasons why particular 
changes might have been made. The changes themselves will be 
reflected, but you would have to ask individuals why changes were 
made. 

Mr. Harpy. Suppose we have project aid in Pakistan, and all of a 
sudden you find that it has been increased by $5 million. Mr. Murphy, 
is it your testimony that the change would be reflected in some docu- 
ment in your office? 

Mr. Mourpny. That is correct, yes, sir. 

Mr. Harpy. Now then, suppose you went to the Pakistan desk and 
said, now, let me see what caused you to change this? Mr. Ohly, 
it is your testimony that you might not find what caused them to 
change it. Maybe somebody who had an idea came in and said, “We 
want an extra $5 million,” so it is automatically put in there, and 

ou haven’t got a thing in the world to support it except what some- 

dy tells you, and maybe they might not remember a year from 
now. Isthat what you are saying ? 

Mr. Onty. Well, I am saying at the country desk level I don’t 
think in every case you would find an explanation of the reason why 
a particular project might have been knocked out, increased, or re- 
duced. 

Mr. Harpy. Is there anywhere you would find that ? 

Mr. Onty. You could talk to the people at the desk, or to the 
technical people concerned with that project, and they could tell you. 

Mr. Reppan. Would they keep a written record of it ? 

Mr. Onty. Of the fact of the change, but I don’t think they would 
always have a record of all the reasons for the —— 

ae you think they would, Mr. Murphy. I don’t think they 
wo 
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Mr. Harpy. Well, getting back to the budget presentation to the 
Congress; and, since Mr. Passman is here and is also concerned with 
this subject, I’d like to relate this particular discussion to that subject. 

We talked this morning about the projects you include in your 
presentation. This aid project in Pakistan was one of the projects 
you listed in your 1957 budget. 

If, in the review of the budget, you discover there has been a $5 or 
$10 million increase in the project or program, isn’t there anything 
to indicate the reason for that increase except somebody’s memory ¢ 

Mr. Oury. I didn’t say there never was anything. Generally, I 
think there will be something, but I just don’t want to make a broad 
statement that it is a uniform practice, because I just don’t think you 
would find pieces of paper on all of these things. 

Mr. Reppan. Then you have no systematic method of recording 
changes, is that right 

Mr. Murreny. I think part of the difficulty may come here by our 
interchanging the words “project” and “program,” as we appear to be 
doing. On an individual project I think almost invariably you 
would trace the change such as you mentioned, Mr. Chairman. I 
think the problem of the level of aid for a country which is a com- 
ponent not only of the total of the projects to be financed, but also 
the nonproject type aid and so forth, that is a horse of a slightly 
different color. 

Mr. Reppan. That is the horse I am trying to get in the barn here. 

Mr. Moureny. On that, I do agree that there might be instances 
where you wouldn’t find nice neat documentation that indicated why 
each change was made. 

Mr. Harpy. You are talking about the big horse now, not the little 
horse. 

Mr. Moreny. I am talking about the total. 

Mr. Onry. We will take an illustration. After the budget process 
gets to a certain point and we have had a lot of hearings, I make rec- 
ommendations to Mr. Hollister as to what I believe is the general level 
of aid that ought to be requested in the budget for the followi ing year. 
That recommendation will probably be supported by a st atement 
showing in general, but not in specifics, the country levels of aid that 
would go to make up that general level. However, I don’t write a 
memorandum for the file describing in great detail how I reached that 
level of recommendation. If I did, and covered 65 countries, it would 
just. be an impossible burden. Neither does Mr. Hollister, when he 
decides the level of aid, write a memorandum of all the factors that 
he may have taken into account in reaching his decision—information 
and advice that came from the Controller, the personnel people, the 
Secretary of State, myself, and so forth. 

Mr. Harpy. What you are saying to me is, that you’re juggling 
funds around without having to ase ribe : any reason for it. 

Mr. Outy. No. 

Mr. Harpy. You are making transfers of funds without any 
vouchers. 

Mr. Onty. No; I am prepared to give the reasons why I am recom- 
mending a particular thing, but I don’t write, and file it in a certain 
central place, a memorandum as to why, for example my recommenda- 
tion for the level of aid for Turkey for the next year is less than, or 
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more than, the recommendation of the country desk. I will sit down 
with Mr. Hollister and talk to him about the problem for perhaps 
half an hour, but there is no memorandum of conversation covering 
this discussion, and it would be impossible to write the number of 
memorandums that would be involved. 

Mr. Harpy. I think we are talking about memoranda only where 
they result, where a decision or recommendation results in a change 
in funds that are available for expenditure. 

Mr. Outy. Are you talking about the process after appropriations, 
or are you talking about the process of preparing the budget request ‘ 

Mr. Harpy. I am talking about after appropriations. 

Mr. Onty. After appropriations. Oh, well, then you will find very 
detailed documentation as to what happens then. You will have an 
individual project document that comes in from the field with specific 
proposals, and there will be endorsements on them, backup papers, and 
change orders—all sorts of things. I think you would find that when 
we are really dealing with the money itself—with the operations stage 
that the records are adequate and that these records are in places where 
you could follow them through. 

Mr. Harpy. That is the thing I am primarily concerned with. 

Mr. Reppan. Mr. Ohly, when you say you are dealing with the 
money itself, you are dealing with money on the programs, aren’t you? 

You are parceling out money. 

Mr. Onty. Well, that is right, but the question related to what the 
documentation consists of after the Congress has appropriated money. 
You will have a program document which is cleared by a great many 
people and that document comes into Mr. Hollister for approval and 
establishes the level of aid for that country for the year. That docu- 
ment is very elaborately backed up, and contains the justification as 
to why the particular level of the aid is sought. That is a part of our 
official records. Then there are project documents covering individual 
projects which again 

Mr. Harpy. Well, as long as we have gotten into this kind of 
shape, I think I am going to ask Mr. Rabel if he will comment on 
this, if he had anything to do with the preparation of this statement. 

Come on up here, Mr. Rabel. You have been following what we 
have been talking about? Let’s see if we are talking about the same 
thing. 

Mr. Rape. I would like to clarify it. We were talking in this 
memorandum about program changes before the appropriations. 

Mr. Harpy. All right. 

I am less concerned with that. Pass it over. 

Mr. Reppan. I would like to ask one more question on this. You 
have about 2,000 projects, don’t you, and you have detailed memo- 

randa and backup material on how that money is handled ? 

Mr. Outy. Yes. 

Mr. Reppan. Why couldn’t you, for the small number of programs 
you have, have the same type of information? Why would it be 
impossible to have that ? 

Mr. Ounny. We do have on our program documents after the money 
is appropriated. 

Mr. Reppan. No; before the money is appropriated. If you can 
do that for the projects after the money is appropriated, why can’t 
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you do that on the programs you are setting up for your budget 
presentation { c 

Mr. Ontry. Well, I don’t think the problems are analogous, but 
I will see if I can state the difference. For one thing, once the money 
has been appropriated, you are dealing with fixed quantities of funds; 
you are at the point where you are re: ady to implement operationally ; 
you have gotten all your information in and you can therefore start 
setting the program up in the form of specific projecta—-enen as a 
specific project to which you are going to allocate $2,175, and on 
which you will have 4 technicians with a grade of GS-14. You are 
then in a position, I think, to mgr the program in a little different 
way than earlier. However, I don’t want to say we don’t have good 
program material before we get our appropriations. I think some of 
it is good; some of it is not as good; and it is fairly detailed infor- 
mation. 

Mr. Reppan. All I want to know is where we could go to find the 
backup material and data which would tell us why you established 
a certain level of aid in a country. Why, when you come up with a 
budget presentation, do you say we need X million dollars instead 
of some other amount ? 

Mr. Outy. You won't be able to go anywhere in the file to find a 
document written by me or Mr. Hollister, or by the Director of the 
Bureau of the Budget, or by the President, that sets out in detail the 
reasons why particular levels of aid were reached for individual 
countries. 

Mr. Harpy. Let’s explore that just a second. Let us assume that 
a technician recommends a certain amount of money for a particular 
project. He makes his recommendation to the mission director; is 
that correct ¢ 

Mr. Murrny. Yes, sir. 

Mr. Harpy. The recommendation comes up through the mission 
director and ambassador, and they make a specific recommendation. 
When it gets up to Congress, it has been increased by $5 million or 
$10 million. Is that an improper assumption ? 

Mr. Murpny. Yes, sir. In the first place, again, Mr. Chairman, 
vou are talking about a project. 

Mr. Harpy. All right; let’s talk about a project. I don’t care 
whether we talk about a project or program, whichever one you 
want. 

Mr. Mureny. Mr. Reddan is talking about programs. 

Mr. Reppan. Talking about programs in setting up the budget 
presentation. 

Mr. Murruy. Program is a composition of several things. 

Mr. Harpy. Talk about projects. 

Mr. Murrny. On a project, the chances are; if a project 

Mr. Harpy. Let’s talk about programs. I would just as soon talk 
bout that. 

Mr. Murrny. Well, then, Mr. Ohly ought to talk about programs. 

Mr. Harpy. Let’s take a program including projects submitted by 
a flock of technicians which come up through the mission director and 
ambassador. They recommend X million dollars for this country for 
this program. Now, then, before it gets up to the committee, it has 
been increased. Why? And how do we find out why? 
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Mr. Outy. Well, I can’t give you the “why” in generalities, but 
you can probably obtain the “w hy” in any given case by asking the 
people who participated in that decision. 

Mr. Harpy. Suppose we don’t find out about it for a couple of 
years, and we are awfully lucky if we find out 2 years later; who is 
going to tell us? 

Mr. Ounty. People’s recollections are dim; I know that, but the 
only way you could find out is by asking the people who participated 
in that decision. 

Mr. Harpy. Is it a reasonable assumption, insofar as the legitimate 
economic considerations are rosie that the technicians should 
have been reasonably accurate, and, if there has been any substantial 
increase, it must have been for political reasons ¢ 

Mr. Onty. No; that is not a correct assumption, sir. 

Mr. Harpy. Then what would be a correct assumption ? 

Mr. Onty. It could be any of several things. In the first place, 
the people at the country level are looking at the problem of aid de- 
termination from the country standpoint. There may be a lot of 
particular factors which they are not familiar with, although we try 
to provide them with assumptions and guidelines covering other ex- 
ternal factors which may ealbnenes what will have to be done in that 
country during the year. 

For example, we might receive information which indicates that 
the Soviets will be concentrating more and more effort in a particular 
area. That information may affect one’s judgment as to what to do 
in that country the following year. As another example, the com- 
modity people in the Department of State may feel that world prices 
for tin, rubber, coffee, or some other basic commodity are going to drop 
or rise substantially—that the terms of trade will be different—and, 
therefore, that the sum of the economic assumptions which were 
woven into the country-level judgment on the country’s foreign ex- 
change earnings, and thus its balance of payments, may not be cor- 
rect and must be modified. 

In such a case there may or may not be time to check back with 
the mission, and, further, to exchange ideas before the presentation is 
made. There will, of course, be talk back and forth, and discussion, 
with the mission on the changes at some stage before you finalize your 
program. 

There may be noneconomiec factors which cause a change. For 
example, as has happened in a couple of cases, the Joint Chiefs of 
Staff, after looking at the world situation, may conclude that the 
forces we support in a particular country should be increased or de- 
creased. That change not only will affect the level of military as- 
sistance, but also in the particular country may affect the level of 
economic aid that you must provide. We would try to go back and 
check that out with the mission, but sometimes there wouldn't be time 
before you got up your documents for the Bureau of the Budget. We 
are dealing with something that is quite fluid. 

Mr. Harpy. In that kind of a situation, you are dealing with a 
change in the basic size of your forces, which would be your major 
point there. As you started off—you get me lost before you get to 
the end of one of these ramified things—as you started off you had 
two specific points, I thought, in your reasoning. One of them was, 
you said, that maybe somebody higher up had information to the 











REVIEW OF THE BUDGET FORMULATION 87 


effect that Russia was planning some actions. Well, now, that would 
seem to me to mean that you thought that they thought there would 
have to be an expansion sometime during the year of that overall 
program. Maybe to include some additional projects; is that what 
you meant ¢ 

Mr. Ounty. It could be; yes. 

Mr. Harpy. So, we are going to get some hypothetical cases, then, 
thrown into the projects that you are planning? 

Mr. Onty. It wouldn’t necessarily be included in our presentation 
as projects. 

Mr. Harpy. No, because you have plenty of latitude, and so you 
just pad this thing by somebody’s judgment that maybe Russia is 
going to start something. 

Mr. Onty. You would make a very full exposition of the situation, 
you would at least try to show why you thought you had to have a 
certain amount. If you did not think the particular contingency was 
sufliciently clear to justify special allowances for it, you would say: 
“This is a thing that may come up and which we may have to handle, 
even though we haven’t budgeted for it. In such event we will have 
to take it out of our eme rgency fund or handle it by cutting out other 
projects and transferring money intended for such projects to cover 
it. If it seems sufficie ntly certain to justify including money spe- 
cifically, then allowance for it would be included specifically in the 
program, and the program should indicate the fact. 

Mr. Harpy. The only place vou are going to find a record of that is 
in somebody's mind. 

Mr. Onry. You are talking, now, about the reasons for the change. 
The program presentation, which reflects the product of all changes, 
and which constitutes the justification behind the request goes to 
Congress, should reflect why it is we are asking for that. If the pre- 
sentation doesn’t, then it is faulty. 

Mr. Harpy. Is it your testimony that in making your presentation 
to the Appropriations Committee, you would say, , here is a program, 
it started out at $10 million, with the projects adding up to $10 mil- 
lion but we think there is a chance that Russia may start something 
over there, and we will have to add something more, so we are pad- 
ding this by 5 million to take care of that contingency. 

Are you telling this committee that kind of presentation is made 
to the Appropriations Committee? 

Mr. Ouxy. I am not telling this committee that we tell the Appro- 
priations Committees what the country mission recommended to us. 
[ am saying that if the program we are presenting involves projects 
plus a contingency fund, or an allowance to take care of a develop- 
ment that seems likely, we tell the committees, or we should tell the 
committees about it; if we fail to do so, as a part of our presentation, 
then we have not done a good job. 

Mr. Harpy. Let us take it from the other approach, and maybe we 
will understand each other. 

If you do not tell the committee that this additional figure has been 
added in here for contingency, then the amount that this program calls 
for should be a total of the projects that are specifically itemized in 
that program ? 

Mr. Onry. Well, only a part of our aid is itemized as projects. 
You are aware of that. 
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Mr. Harpy. I am talking about the ones that are so itemized. 

Mr. Outy. You are talking now about a program for a country that 
has nothing but projects; is that correct ? 

Mr. Harpy. Well, let us talk about a program that is bound to 
have something that makes it up, and whether you have separate 
projects of a technical assistance nature is something else. But in 
any event, there should be an itemization of those elements that go 
into that program. 

Mr. Outy. That is correct. 

Mr. Harpy. Which would be before the Appropriations Comunit- 
tee, and which, when added up, would be the total of that request un- 
less you tell the committee that there are contingencies which are not 
included in these itemizations, but for which you have made allow 
ance. 

Mr. Outy. We certainly should. 

Mr. Harpy. Or do you’ 

Mr. Onty. Yes; I think we do. 

Mr. Harpy. All right, if that is the fact, that would be very helpful. 
and is one of the things we will want to be looking for. 

That I think should take care of this point made by the GAO. 

Mr. Razer. May I make one elaborating statement, that our com- 
ment refers to programs as well as projects, because 

Mr. Harpy. We are talking about programs there. 

Mr. Raset. I mean our reference to program changes was also meant 
to apply to changes in projects. As the chairman has pointed out the 
technicians suggest projects and support them, but these would pos- 
sibly be changed i in Washington, so our comment as to documentation 
of changes would also apply to projects. 

Mr. Harpy. I think, as long as we have explored this thing to the 
extent we have, I ought to ask you, Mr. Rabel, whether or not you 
undertook to determine the existence of explanations of these changes 
in the presentation made to the Appropriations Committee / 

Mr. Raset. Mr. Chairman, you are referring to the testimony as 
shown in the hearings ? 

Mr. Harpy. The basis on which this thing has been explained by 
Mr. Ohly, is that if there was no record of these inc reases in the Agency 
and in the documents that were available to you in the Agency, cer- 
tainly they were explained to the Appropriations Committee; at least 
that is the way I understood it. 

Mr. Razer. Mr. Chairman, we did not make so much the point that 
these changes cannot be substantiated. Our principal point is that 
they are not systematically recorded. We did not make a systematic 
search ourselves. We have tried on the basis of test cases of program 
levels, as well as projects. to determine it, and we have found that it 
was a difficult job to do, and therefore, we made the suggestion to have 
these changes shown on a more sy stematic basis than is cur rently done 
in the agency, but we did not imply or say it would be impossible to 
trace them down. 

Mr. Harpy. What you are saying is you don’t know whether it 
would be possible to trace them down or not. 

Mr. Raper. We found it impractical to do so. 

Mr. Harpy. You found it impractical and you are not sure whether 
it may not also be impossible ? 

(Mr. Rabel nodded his head in the affirmative. ) 
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Mr. Outy. Mr. Chairman, you understand that we don’t dispute the 
fact that there is not in our files at a central point, as the General 
Accounting Office indicates, a piece of paper covering the reasons why 
each change is made in the program. We acknowledge that that is 
the case. 

Mr. Harpy. Well, as a matter of fact, you have acknowledged that 
it probably isn’t in existence anywhere in the agency, any thing that 
would explain it. 

Mr. Outy. I have acknowledged that there are a lot of decisions for 
which the reasons are not reported i in a memorandum of conversation 
or a memorandum of decision. 

Mr. Harpy. In any form? 

Mr. Ounty. In any form; that is correct. 

Mr. Harpy. All right. 

Mr. Reppan. Mr. Ohly, last year in support of the budget presenta- 
tion you programed about $: 314 billion; is that right, sir? 

Mr. Onty. I believe it was more than that. Our request, I think it 
was $4.7 billion. 

Mr. Mureny. Which is this for 1957? 

Mr. Outy. 1957. 

Mr. Reppan. Yes, 1957. 

Mr. Outry. $4.9. 

Mr. Reppan. Once you get above two or three billion 

Mr. Onty. We are very conscious of just dollars and cents. 

Mr. Reppan. What I was leading up to is this: That budget was 
supported with programs which were founded on levels of country 
aid. Now, as I understand your testimony you have programed three 
or four billion dollars without making any written record of how you 
arrive at the country-aid level. Did I misunderstand you, or is that 
correct / 

Mr. Oury. I would say that it is correct that there is no single 
statement covering all the reasons why a particular aid level, for a 
particular country, was decided upon at the time it was decided on. 
However, the reasons for that aid level are embodied in the presenta- 
tion documents, but these documents don’t explain that level in terms 
of changes from some other level; rather, the effort is to justify the 
partic ular level which you are proposing to the Congress. Maybe we 
do this job inadequately, but that is another question. 

Mr. Harpy. Just one other question in that connection. You say 
in your presentation document the reasons are there. You talked 
this morning about the book, the presentation book. Obviously it 
wouldn’t be explained in that presentation book. 

Mr. Outy. A great deal of it is, Mr. Hardy, but not all of it. 

Mr. Harpy. I am talking about these program changes. 

Mr. Outy. No, not the program changes, no, they would not be 
explained there. 

Mr. Harpy. I am talking about the program changes, and the 
reasons that underlie those changes. So that actually, unless the 
members of the committee specifically inquire into a particular change, 
there wouldn't be any record of it anywhere, obits wouldn’t even 
be expressed ; isn’t that right ? 

Mr. Ontry. That is prob vably right insofar as the reasons for the 
changes are concerned. I am not sure it is important to have those 
reasons written down. 
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Mr. Harpy. It might not be important to you, but we have a re 
sponsibility over here to know why we are appropriating this money. 

Mr. Outy. Well, if we give you the reasons why a given level of 
aid should be appropriated, is it of concern to you to know what 
every official down the line, starting with the agriculture technician 
in the country mission, and going through the mission director, the 
country desk, our technical people, the State Department economic 
people, et cetera thought about what the level of aid in the country 
should be? 

Mr. Harpy. I think we have more of a responsibility than to accept 
the word of somebody that this is the need of the amount of aid coun- 
try X should have. 

Mr. Outy. We are not asking you to do that. 

Mr. Harpy. I am not sure we have not been doing it on that basis. 
I think we have been asked to do that. 

Mr. Outy. There have been cases where someone has come before 
you and said that as a matter of political judgment—as a matter of 
foreign policy—we believe the aid level in a particular country should 
be X in the following year. There have been cases like that, I know 
that. 

Mr. Harpy. As a matter of fact, this $200 million for the Middle 
East was on that basis. 

Mr. Onty. I think you are under certain misapprehensions about 
the Middle East, $200 million. 

Mr. Harpy. There wasn’t any additional money, but this was money 
that hadn’t been expended or obligated somewhere else. It was money 
that resulted from overprograming on other projects, and programs. 

Mr. Onty. I deny that. 

Mr. Harpy. I wouldn’t expect you to agree with that, but I have 
an idea—well, that is one of the things I want to find out, whether it 
was or not. 

Mr. Onty. Do you want to go into the Middle East problem ? 

Mr. Harpy. I am afraid I have digressed a little bit. 

Mr. Meaper. I would like to hear what you propose in the Middle 
East, and whether or not it was the result of overprograming that 
you had the $200 million available. 

Mr. Onty. When the executive branch proposed the Middle East 
resolution, we did not ask for funds to cover, or say that there would 
be, $200 million of new programs that were additional to, or different 
from, the programs that we presented when we went to Congress last 
year. What we did say was that in order to deal with the problems 
in the Middle East, including the problem of carrying out the pro- 
grams which we had previously planned, and shown in the congres- 
sional presentation, to carry out in the Middle East, we needed the 
suspension of certain limitations that would otherwise bave been 
applicable. 

One of those particular limitations was the requirement, which 
Mr. Passman is very familiar with, that only 20 percent of the funds 
available in any appropriation account could be obligated in May and 
June of any year. Because of what had happened in the Middle East. 
a large number of programs that were previously programed and that 
we intended to carry out, had to be suspended for the time being. 
When the hostilities broke out, we had to take all our technicians out 
of Egypt, Israel, and Jordan. If we were to resume and carry 
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through those programs, this could only be done toward the end of 
this fiscal year. If you went ahead with these programs, and you 
couldn’t obligate the funds until May or June, and then you ran up 
against this 20 percent obligation limitation. 

Moreover, there were certain new programs, certain new problems 
that had arisen in the area which 

Mr. Meapver. Before you go on with that, can you tell how much 
of the $200 million were programs which had been approved in the 
regular process last year, and how much of the $200 million is new 
program ? 

Mr. Outy. There is no $200 million, Mr. Meader. The only thing 
we have under the resolution is the authority to waive certain limita- 
tions with respect to $200 million of our funds. 

Mr. Meaper. Well, now, do I understand your statement to be, then, 
that all of the $200 million was originally scheduled for the Middle 
Kast, but that you had not been able to proceed with your processing 
to the point where you could obligate all that money or 80 percent 
of it prior to the last 2 months of the fiscal year ? 

Mr. Ounty. Well, again, let me say there is no $200 million. We 
asked authority to waive certain restrictions of law as to $200 million 
of our programs in the general area of the Middle East. Whether 
it will be necessary to utilize that full authority I couldn’t tell. We 
won’t know until Ambassador Richards has reported back from all 
the countries. Whether some of the things he suggests will involve 
such large amounts of money and be so urgent that it will mean 
deferring other things that we otherwise would have done, I can’t tell 
you at this time, Mr. Meader. But I can say this—that a considerable 
number of the programs for which this authority may have to be 
exercised will be programs that we had intended to carry out orig- 
inally but which we might be prevented from carrying out because 
of these limitations. I would be very glad to go into this matter in 
detail with you if the committee wants to take the time. I would be 
glad also to sit down with you individually and go into it in more 
detail if you would like. 

Mr. Meaper. Well, is the $200 million that is talked about in the 
resolution, is that all money that was originally scheduled for the 
Middle East area anyhow, or are you bringing in some from Asia, 
or Latin America or some other area / 

Mr. Outy. I don’t anticipate that money will be moved from other 
areas, but I couldn’t say that categorically until we have Ambassador 
Richards’ final reports, 

As a matter of fact, you will recall that last year we came in quite 
frankly with a request which indicated that we expected there might 
he problems in the Middle East. We asked that we have sufficient 
funds to meet some of those problems without at the same time in- 
dlicating that we had firm projects to back our request. We were 
very frank about this situation. 

We made three requests last year. There was a request for develop 
ment assistance for Asia, Africa, and the Middle East and this was 
programed out. There was a request for general Middle East funds 
in the amount of $100 million agd we stated candidly that those 
funds were intended to construct & kind of contingency fund. We 
told of some of the problems that we thought we might be up against, 
but we didn’t indicate we had firm projects in mind. We also asked 
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for $100 million for a further addition to the Asian economic develop- 
ment fund. Congress merged these requests into 1 appropriation 
necount of $250 million under the heading “Development assistance. 

The funds in that account aren’t the only funds that are avail- 
able for that area, but they represent a very substantial part of the 
funds we are talking about. So in this particular case there is a very 
clear history of a situation in which we went before the committees 
and said, “Here is an instance where there are contingencies in the 
works, and we are not going to pretend that our request had been 
programed out by projects. 

I would be glad to develop that with you personally, Mr. Meader, 
if you are interested. 

Mr. Meaper. Thank you. I won’t need it. 

Mr. Knox. Mr. Chairman. 

Mr. Harpy. Go ahead, Mr. Knox. 

Mr. Knox. What is the status of funds that were allocated to the 
Middle East as of December 31, 1956, as far as programing for proj- 
ects is concerned / 

Mr. Onty. I would have to get you the exact figures on that, Mr. 
Knox, and I would be very olad | to do so. 

Mr. Knox. The funds were not encumbered, then 4 

Mr. Onty. Well, there are several appropriation accounts which 
you have to look at. First, there is a technical cooperation account, 
which is a worldwide account not split up by regions. We had gone 
ahead to a considerable extent in the obligation of that amount be- 
cause that account was not affected, except in the three countries of 
Egypt, Jordan, and Israel, by the developments in the Middle East. 

Second, we have an account known as “Defense support, Near East,’ 
which is the source of funds primarily for programs in Greece, Tur- 
key, and Iran. That account had been programed not in full, but had 
probably been programed to the extent of about, let us say, 80 or 90 
percent at the close of December. The amount that had not been 
programed had been held back for special purposes which T don’t 
want to discuss in open session. However, the purposes for which 
this amount was being reserved are consistent with the presentation 
that had been made to the committees of Congress last year. 

The third account is “Defense support Asia,” which covers only one 
country in the Middle East, Pakistan. That account had been very 
substantially programed as of December 3 

Fourth, there was an appropriation pursuant to section 201 of the 
Mutual Security Act, entitled “Development Assistance.” This appro- 
priation represents the combination of the three separate requests 
that I mentioned a few moments ago. It is designed to provide eco- 
nomic assistance in those countries in Africa, the Middle East, and 
the Far East, where we do not have substantial military assistance 
programs. That account had been programed to only a relatively 
small extent on December 31. 

Mr. Knox. Then you admit, as far as the $200 million that was 
involved in the Middle East resolution, that there are sufficient funds 
within that category to take care of the obligati ions that were involved 
in the Middle East program, or Middle East resolution ? 

Mr. Onty. I hadn't suggested there weren't. I said T wouldn't 
ert finally about that until after Ambassador Richards reports. 
fut- i 
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Mr. Knox. Don’t you think we should have a slight bit of clarity 
and completeness upon your statements before this committee? 

Mr. Outy. Well, what is it you would like to know, Mr. Knox? I 
would be glad to tell you. 

Mr. Knox. I certainly asked you the question. You say in one 
breath it is this way, then the next breath you say you don’t know. 

Mr. Outny. I am not 

Mr. Knox. Your statement is on the record. 

Mr. Outy. I would be glad to have the reporter read it back and 
comment on it. 

Mr. Harpy. Do you want him to read it back? I don’t recall what 
the specific thing is. 

Mr. Onty. I am not sure what your problem is, Mr. Knox. I want 
to help you if I can. 

Mr. Knox. My question was relative to the program in the Mideast 
area that was involved in the Mideast resolution, as to whether or 
not the status of the funds that had been appropriated for that area, 
whether they had been committed to specific projects or not. You said 
they had not. 

Mr. Ounty. I said that this appropriation account, which covers 
Africa, the Middle East, and Asia, had not been substantially pro- 
gramed on December 31, 1956, which I thought was your question. 

Mr. Knox. That is right. When did President Eisenhower submit 
his request to the Congress ? 

Mr. Outy. Early January. 

Mr. Knox. Correct. That follows up with the questions Mr. Mea- 
der was pursuing, relative to the funds being available from the 
Middle East area in order to carry out the mandate of the Middle East 
resolution. 

Mr. Outy. Mr. Knox, I never said there were not those funds there. 
1 said there was no Middle East program, as such. To the extent 
there was anything new, it was to be developed by Ambassador 
Richards. 

Mr. Knox. Isn’t it true that the Middle East is not just the Middle 
Hast, but it is the Middle East area ? 

Mr. Oury. That is right. It doesn’t cover Burma and Indonesia, 
wnd India; it doesn’t cover Liberia. 

Mr. Knox. Of course, you have to determine what the lines are, 
we don’t determine what the lines are. 

Mr. Onny. The lines were described to the committees, but I am 
saying that this particular appropriation account (sec. 201) covers an 
urea just about twice as large as the Middle East. 

Mr. Knox. Known as the Middle East area ? 

Mr. Ounty. In the resolution it was known as the Middle East area. 
The appropriation I am talking about covers an area much broader 
than the Middle East area and there are claims against it other than 
the claims from countries in the Middle East area. 

Mr. Knox. Which has the priority ? 

Mr. Outy. Well, I don’t know that the Middle East program has 
an absolute priority over all other programs; no, it certainly doesn’t. 

Mr. Harpy. If the gentleman will permit me to speak, I would like 
to try to clarify one particular point: At the time of the appropria- 
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tion wasn’t there any breakdown as between the countries for which 
those funds were intended ? 

Mr. Outy. There was, but only as to those funds that were justified 
on the basis of country levels of aid. We asked for $100 million for a 
Middle East fund and based this request on the theory that there 
might be developments in the Middle East that would call for activi- 
ties and projects and programs that we could not then foresee. That 
was stated very specifically. 

Mr. Harpy. So you had a budget figure, an appropriations figure, 
that was made up of a composite of country levels of aid for specific 
countries, plus $100 million which was in an extra fund for alloca- 
tion anywhere you saw fit; is that what you are trying to say? 

Mr. Onty. It isn’t quite that. We requested $343 million for these 
three funds. When we came out of Congress we had one fund of $250 
million for all of these purposes. Congress changed the character of 
the request and gave us a different kind of appropriation from the one 
we had asked for. 

Mr. Harpy. And you mean that the congressional appropriation 
did not have tied to it any specific funds for any specific countries? 

Mr. Outy. No, it certainly did not. 

Mr. Harpy. So you are saying to us that the Congress itself threw 
the thing all into one pot and said, now, you allocate it without any 
differentiation as between the requirements for specific countries ? 

Mr. Outy. Well, there is never a differentiation as between require- 
ments for specific countries in any appropriation, but that doesn’t 
mean that we were going to disregard what we had planned for all 
these countries, except to the extent that the contraction of the ap- 
propriation might require a readjustment. 

Mr. Harpy. W ell, of course—— 

Mr. Onxy. But it does mean that the appropriation and authorizing 
committees, in providing this appropriation, had in mind, and in- 
tended to recognize in some way, the fact that we had said to them 
that we had a problem in the Middle East. which we could not plan to 
deal with in advance on a project basis. In fact, we know really why 
most of that money was taken out. I think the record is rather clear, 
either in the authorizing Appropriations Committee, that Congress 
felt that the $100 million we had asked for for the Asian economic 
development fund was not justified based on the record of use of the 
$100 million that had been previously appropriated for that fund, 
and, I frankly agreed with the Congress’ action on that, I think they 
were right. 

Mr. Knox. Has it been necessary for your department to terminate 


any projects in order to have available the $200 million set forth in the 
Middle East resolution ? 


Mr. Outy. No; it has not. 

Mr. Knox. Is the $200 million available, in case it is called upon ? 

Mr. Outy. It depends upon two things: Whether or not the proj- 
ects which Mr. Richards recommends are additional to, and different 
from, and necessarily additive to, what we have been planning to do 
in some of these countries right along, and as was explained in the 
presentation last year. 

The second thing is this: Whether or not other requirements of an 
urgent character arise and make it impossible to hold enough funds 
intact in this particular appropriation account and in the other ap- 
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propriation accounts in this area to cover all Middle East area 
requirements. 

Mr. Knox. Well, do you construe the Middle East resolution as 
one to take care of a calamity should it appear in the Mideast? Con- 
gress did appropriate $200 million from the funds that had already 
been appropriated in order to take care of the Mideast crisis. 

Mr. Outy. Mr. Knox, that isn’t what Congress did, I am sorry to 
have to disagree with you. 

Mr. Knox. You have a perfect right to disagree with me, and I have 
a perfect right to ask you the question. 

Mr. Ounty. Certainly. Congress did not appropriate, earmark, or 
identify $200 million for use in the Middle East. It said simply this: 
You are authorized, in order to carry out the purposes of this resolu- 
tion in the Middle East, to waive restrictions of law on the use of 
money that would otherwise be applicable and which we had repre- 
sented to the Congress might hamper us in carrying out programs in 
that area. 

Let me also say this: The resolution, as worded, permits the use of 
money appropriated for use in Europe, the Far East, or Latin Amer- 
ica, in the Middle East, if the funds now available for use in the 
Middle East should prove insufficient. 

Mr. Knox. The question I asked you is relative to whether you had 
terminated any projects. 

Mr. Outy. We have not terminated any projects. I can’t say that 
it will under no circumstances be necessary do to do so. If you want 
my judgment, my judgment is that it will not be necessary to do so. 

Mr. Knox. Well, that is what we are trying to determine, as to what 
your judgment is, and what your policy is relative to carrying out the 
program as far as foreign aid is concerned, and especially in this one 
category such as the Mideast. 

Mr. Harpy. On this question about where this $200 million that is 
involved in this Middle East resolution comes from: I think most of 
us had the idea that it would come from sources other than funds al- 
ready appropriated for use in the Middle East. Is that an improper 
assumption ? 

Mr. Onny. I think that is an incorrect assumption. I don’t mean 
that you didn’t have that impression, or that you were not led to have 
that impression, but that is an incorrect impression. 

Mr. Harpy. Then what you are saying is that the only advantage in 
this resolution was to gain a waiver of the deadline on obligating these 
funds? 

Mr. Onty. No: there were other provisions of law that might have 
stepped in the way, too. I emphasized that particular provision, be- 
cause I was talking about the particular problems of program imple- 
mentation that you might encounter if you resumed programs in these 
countries where we suspended going programs. But there are also 
certain other provisions of law that might be involved. 

For example, in order to provide military aid to a country it is nee- 
essary for that country to enter into an agreement which has a variety 
of stipulations, assurances, and conditions. It is normally a desirable, 
and reasonable agreement. But sometimes you have trouble negotiat- 
ing such an agreement and we believed that there might be situations 
in the Middle East where it would become important to provide mili- 
tary aid, even though such agreements were not possible or could not 
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be negotiated before the assistance was provided. I don’t want to talk 
about these except in executive session. 

Mr. Harpy. Well, the thing that I wanted to get clear, and I think 
maybe you have cleared this up, but it certainly is contrary to my pre- 
vious understanding, but what you are saying is that the question 
wasn’t so much a question of having money available in the appropria- 
tions set up for the Middle East, but it was on statutory limitations as 
to the uses to which it could be put, and the time at which it had to be 
allocated. 

Mr. Onty. That is substantially correct, Mr. Hardy. 

Mr. Harpy. Now, as to the time element, the Middle East resolution 
was introduced about 6 months before the end of the fiscal year, and 
the amount of funds which had been obligated at that time was less 
than half of the amount which had been appropriated. Your 1958 
funds would become available on July 1, the beginning of fiscal year 
1958. So the time element was important to you because you were 
afraid the unobligated portion of the appropriation might lapse. Is 
that correct ? 

Mr. Outy. No; I think that would be an improper inference except 
in this sense: It was important that Ambassador Richards as part of 
his operation be empowered to make commitments to other govern- 
ments. If he was going to make firm commitments to other govern- 
ments he must have appropriations which would remain available to 
back those commitments. And if these appropriations were to remain 
available it was necessary that those funds be obligated—that they not 
lapse—so that the United States could carry through on those commit- 
ments. 

Mr. Harpy. It is your thought, then, there will be no project which 
had previously been contemplated or authorized and planned for im- 
plementation which would have to be discontinued because of that 
resolution ? 

. Mr. Ounty. I said that it was my judgment that it would not have to 
e. 

Mr. Harpy. That is what I said. 

Mr. Knox. Then, you do not feel that there is any obligation 

Mr. Ounty. Excuse me, could you ask that again? Mr. Murphy 
thinks I misunderstood you. 

Mr. Harpy. The intent of it was to inquire as to—or rather to con- 
firm what I understood you to testify in response to Mr. Knox, that 
no program or project which had been previously approved and for 
which funds were obligated would have to be canceled or neglected 


because of the necessity for providing funds under the Middle East 
resolution. 


Mr. Outy. That is right, sir. 

‘Mr. Harpy. If I expressed it poorly, that is my fault. 

Mr. Morpny. The thing that disturbed me, Mr. Chairman, is you 
also used the word “planned” as I recalled in your first question. 
There were in some of these countries plans. 

Mr. Harpy. I have a hard time keeping to the technical phraseology 
that doesn’t get out of bounds. 

Mr. Morrny. I was worried about a country particularly like Egypt 
where we have plans, which at this point are a moot question. 


Mr. Harpy. You people will have to hold me in tow, because I lack 
technical terminology. 
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Mr. Knox? 


Mr. Knox. Do you feel there is any moral or legal obligation to 
hold in escrow the $200 million which was provided for in the Middle 
East resolution ? 

Mr. Outy. I 

Mr. Knox. Be honest now with this, do you or do you not? 

Mr. Outy. I do not; because there was no $200 million held in 
escrow by the Middle East resolution. 

Mr. Knox. Then you could justly say you have every right to come 
back and ask the Congress for the $200 million in a supplemental ap- 
propriation in order to carry out the mandates of the Middle East 
resolution ? 

Mr. Outy. No, I didn’t say that, either, because the Middle East 
resolution, as I said it did, also gave authority to transfer money from 
other appropriation accounts for use in the Middle East if you needed 
to. 

Mr. Harpy. Well now, actually, I hate to interrupt that line of 
thought, but I think perhaps that is question that might be more ap- 
propriate to put to Mr. Hollister. I see Mr. Hollister is here now. 

Mr. Kwox. I am sorry Mr. Chairman, if I have asked the witness 
a question that was embarrassing to him, and should have been directed 
to someone else. 

Mr. Onty. It wasn’t embarrassing to me. I can assure you. 

Mr. Harpy. That is one I believe Mr. Hollister would be more 

Mr. Kwox. I will concur in your views on that, Mr. Chairman. 

Mr. Harpy. I am glad to see Mr. Hollister is here. 

Actually, we got sidetracked, as is our custom. 

Mr. Kwox. Generally. 

Mr. Harpy. We haven’t covered all of the territory that we had 
mapped out for this afternoon, so I think we will have to try to have 
& session next week to conclude the details that we haven’t covered. 

I would like to interrupt this session for the purpose of welcoming 
Mr. Hollister. 

Thank you, Mr. Ohly. 

The staff will work out with you a mutually convenient time to meet 
with us next week for a final session on this subject. 

Mr. Onry. Thank you very much. 








STATEMENT OF HON. JOHN B. HOLLISTER, DIRECTOR, 
INTERNATIONAL COOPERATION ADMINISTRATION 


Mr. Harpy. Mr. Hollister, the committee is grateful to you for tak- 
ing time out to come over. 

Mr. Horuister. Mr. Chairman, I appreciate very much your cour- 
tesy, in taking me on when I arrived. These are busy days for all of us. 

Mr. Harpy. Well, they are, and we just wanted to explore with you 
some of the things that we are concerned with at the moment. I want 
to be very frank with you and tell you why we have scheduled this 
brief hearing right at this time. 

Actually, we have been trying to get to it for some little while, but 
the pressure of activities over here has been so great that the committee 
just hasn’t been able to accommodate itself to an earlier. consideration 
of this particular topic. We did feel that it was important to explore 


See 


meres 


pcre cee? oe 








98 REVIEW OF THE BUDGET FORMULATION 


this a little bit before the House gives consideration to the mutual 
security authorization bill and, subsequently, the appropriations bill. 

In keeping with our usual practice, I invited the chairman of the 
Foreign Affairs Committee, and also chairman of the Appropriations 
Subcommittee to sit with us. Mr. Passman has been with us this after- 
noon. 

Mr. Houusrer. I appeared before Mr. Passman’s committee twice 
this week, as he probably told you. 

Mr. Harpy. No, we hadn’t gotten around to that. We haven’t had 
a chance to swap any news at all. 

sut to get right down to this matter at hand, I presume you have 
some information on the subject matter that the committee is con- 
cerned with at the moment. 

Mr. Houuisrer. Yes, sir, it is largely with respect to the suggestion 
made by the General Accounting Office as to a better way that we 
might make our presentation ? 

Mr. Harpy. That is correct. 

With this though in mind 

Mr. Hoxuister. And perhaps certain improvements we could make 
in our records. 

Mr. Harpy. The thing that this committee is most concerned with is 
not in the recommendations, as such, made by the General Accounting 
Office, but with the inadequacy of the information which the Congress 
has as a basis for its action. 

Now, I certainly don’t want to get into a position of assuming to sug- 
gest to you or to the Appropriations Committee, or the Foreign 
Affairs Committee, the kind of information which they need to serve 
their purposes, but I am concerned, from a broader standpoint, as to 
the adequacy of the information which is available to the Congress. 
This responsibility which our committee has stems from two sections 
of the Legislative Reorganization Act, one of which assigns to this 
committee jurisdiction over budget and accounting matters other than 
appropriations, and the other has to do with the efficiency and economy 
of operations of the agency administering the aid program. 

So we are concerned from both of those angles, and the overall sub- 
ject of our concern now is this question of knowledge, fundamental 
knowledge, which the Congress has on which to base its collective 
judgment when we have to pass on most appropriations and authoriza- 
tions. The vehicle which we are using is the memorandum of the Gen- 
eral Accounting Office. That is one of the bases on which we are look- 
ing into this question of information. Mr. Knox, you didn’t want to 
present your questions immediately ? 

Mr. Knox. I am leaving in about 15 minutes, Mr. Chairman. 

Mr. Harpy. I hope we won’t keep Mr. Hollister too long. 

Mr. Hollister, do you have a general comment you want to make? 

Mr. Hotuistrer. The only comment I would like to make, Mr. Chair- 
man, is that you are examining a most difficult process, one which I 
think worries me perhaps more than it does you. 

T am asked by the Congress to carry on activities in something over 
60 different countries. 

It is the most complicated bit of machinery and most complicated 
kind of activity that I suppose was ever conceived of in international 
relations. It is a very hard program to plan. It is a very hard pro- 
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gram to operate, and it is even a difficult program to account for ade- 
quately. This is because of the fact that the original plans must change 
so materially before the actual time comes to put into operation the 
things that were planned originally, or to put into operation things 
which were not planned when the presentation was made to the Con- 
gress, but which the exigencies of a world situation may have brought 
about. I merely want to impress on the committee the complications of 
the program, and the fact that in such operations there is always room 
for improvement. Even in private industry, which has to be efficient 
to survive, there is a continuous refinement of operations, and a proper 
controller’s office in private industry is always engaged in checking 
on the operating people. When it comes to an operation of this kind, 
where there is no competitive feature and where political matters have 
to be considered, and very often override the economic requirements of 
the situation, you have got a still more complicated thing, and you have 
machinery which should be refined all the time. 

As I understand it, the function of your committee is to help refine 
and improve this machinery in the operating field. 

Mr. Harpy. That is our objective. 

Mr. Houtster. We welcome all the suggestions you can make. It is 
something I am trying to do all the time. 

Mr. Harpy. That is our objective, and we try to keep our opera- 
tions and our inquiries on a constructive plane with a view toward 
coming up with something that is worthwhile, otherwise, we have 
wasted our time, and yours, too. 

This question of budgeting, and budget presentations, is a difficult 
one. Some of us, though, have had a feeling that perhaps there should 
be a distinction made between the types of things that have to be 
done that are unpredictable, requiring frequent review and last-min- 
ute changes and that have some connotation of political and diplo- 


matic considerations, and those programs of an economic nature that 
can be planned. 


Isn’t there a feasibility to that kind of presentation ? 

Mr. Houuisrer. Yes, that is true, with respect to each particular 
act, Mr. Chairman, but it isn’t quite so easy, if you are talking about 
allocation of funds to say at a given time that a specified amount of 
money should be allocated for use in the emergency political field, and 
a certain amount of money should be allocated to cover what you 
might describe as your regular, carefully planned, continuing pro- 
gram. 

I suppose what the committee is aiming at, and it seems to me with 
a great deal of reason, is the desirability before discussing an antici- 
pated project, such as a powerplant or perhaps a fertilizer factory, 
of making sure that the project has been fully thought through and 
of planning it in perhaps more detail than sometimes has happened in 
the past. That certainly could be done. 

Mr. Harpy. That is one aspect of it, and I think you can extend it 
a little bit and say that here is a fertilizer plant, or an industrial plant 
of any kind, that was initiated 2 or 3 years ago; we have already 
started work on it. What Congress ought to know is what it is going 
to cost, approximately, to complete it, how long it is going to take 
to complete it, how much we have spent on it up to now. Where a 
project is already underway, and is a continuing project, at least that 
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portion of the total effort should be plannable and subject to some of 
the same types of presentations that we have in our domestic civil 
functions activities; wouldn’t you agree with that ? 

Mr. Houuister. I do agree with you. 

Mr. Harpy. That is one of the things 

Mr. Hourtster. There is this difference, however: When you plan 
a project in the Interior Department, a dam, or something of that 
kind, for construction in this country—and this is an essential dif- 
ference—the program will, of course, be carried out under American 
planning, under the Department of Engineers, or, if it is semiprivate, 
through some connection with private industry, using the best engi- 
neers you may be able to get. It will also be done in accordance with 
common, well-known, and efficient business practices. On the other 
hand in our work we are often dealing with a government which does 
not understand those business practices, which hasn’t the institutions, 
personnel, or experience to handle them in the way they should be 
handled, and which doesn’t understand the techniques of financing 
which we employ, and yet it is our understanding that under the law 
we are supposed, wherever we can, to use the facilities, procedures, 
personnel, etc., of the other government rather than to move into the 
foreign country and take over the task completely ourselves. 

Moreover, under our program cycle which successively involves the 
planning of a program, its budget and congressional presentation, the 
appropriating of funds, the refining of projects, the obligation of 
funds therefor, and, ultimately, the spending of these funds, and 
which takes a long period of time, we find it difficult to do much dis- 
cussion with a country about a project in great detail until we get the 
money appropriated. Therefore, it is a little hard for us to get all 
the details we would like to have when we are asking for the appro- 
priation, because we haven’t yet been able to discuss the matter fully 
with the country involved. 

Mr. Harpy. That is one of the things I am having a little trouble 
understanding. 

Mr. Hoxuister. It is a terribly difficult problem. 

Mr. Harpy. I am wondering whether that problem is as real and 
as serious as it has been represented to us. 

Mr. Hoxuister. I don’t think we cannot make further improvements 
in this area, but I am saying that that is another of the difficulties 
with which we have to contend. 

Mr. Harpy. On a strictly economic project, I am having a little 
difficulty understanding why we couldn’t discuss that project with 
the host country on a tentative basis with the full realization that it 
can’t be consummated until the funds have been appropriated for it 
by the Congress. 

Mr. Ho.xisrer. In some countries you can, Mr. Chairman. But 
in some countries as soon as you start talking about these projects 
they think immediately that you have made », promise to undertake 
them. The instant we start talking to the countries about a good many 
of these things, the country assumes United States financing of these 

- things is part of what is coming to them as aid. 
Mr. Harpy. I would have thought 











Mr. Hou.isrer. I say it depends entirely on the country. In some 
countries we can very well undertake such discussions; in other coun- 
tries we find it difficult. 
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Mr. Harpy. I should think we have been operating in those coun- 
tries long enough to be able to discuss things without making commit- 
ments in final form. 

Certainly, our representatives in the field know the languages well 
enough to avoid that kind of a pitfall, or so it would seem to me. 

Mr. Ho..istrer. Well, as I said, I don’t think that it is impossible, 
in the cases of some of these large projects, to work them.out in more 
detail before we discuss them with the Congress. I think the present 
situation can be improved on. I merely tried to point out that our 
frequent inability to discuss anticipated projects with a host govern- 
ment before seeking appropriations represents another one of the 
difficulties which I have to contend with and is a circumstance which 
makes foreign projects different from domestic ones and makes it 
difficult to adopt the suggestion you made that we ought to be able to 
plan, justify, and carry out foreign projects in the same way that 
you do with a dam or an irrigation project out west. 

Mr. Harpy. That is a problem we have heard a great deal about, 
and I wonder whether or not it may be overdrawn. 

Mr. Knox had a specific question here, and I know he wants to ex- 
plore it with you. 

Mr. Knox. Mr. Chairman, I fear we have lost some of the continuity 
of the question. 

Mr. Harpy. We have,, but I thought you could come back to it. 

Mr. Knox. However, the question which I had asked Mr. Ohly was 
relative to the directives that were embodied in the Middle East reso- 
lution, which provided for the expenditure of the $200 million, a 
transfer of funds to be expended. 

Mr. Hotutsrer. I don’t understand. 

There is nothing in the Middle East resolution that provided for 
the expenditure of $200 million. There is nothing provided for. 

Mr. Knox. Then I am certainly lost in the tall timber, and I hope 
someone rescues me from it. Because nevertheless, the Middle East 
resolution did provide for the transfer of funds from other sources 
to be expended in the Middle East for and in compliance with the 
resolution, 

The question I have asked is, Is there any moral or legal obligation 
to hold these funds in escrow to carry out the provisions of the Middle 
East resolution ? 

Mr. Hotrister. No, sir; there is no moral obligation anywhere to 
hold any of our funds in escrow. 

Mr. Kwox. Is there any legal? 

Mr. Hotutstrer. Not that I know of: no, sir. 1 

Mr. Knox. Then you feel there is every justification under the Mid- 
dle East resolution for the Congress once again to be confronted with 
the appropriation of an additional $200 million in order to carry out 
the program ? 

Mr. Hotiister. I don’t understand that question, IT am afraid, Mr. 
Knox. 

You asked if there was any legal or moral obligation to hold any 
of the current funds in the mutual security program under my admin- 
istration in escrow ? : 

Mr. Knox. Yes, sir. 
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Mr. Hoxxisrer. I know of no such obligation except with respect to 
funds we have already obligated. W here we have obligated funds, 
then I think, unless there is a deobligation which we dislike, and which 
we very seldom use, obviously the oblig: ated money is then earmarked 
for a certain purpose. 

But except for that, there is no escrow of any funds. 

Mr. Knox. This money was appropriated through the Middle East 
resolution. 

Mr. Housistrer. No, sir. There is no appropriation in the Middle 
East resolution, Mr. Knox. 

Mr. Knox. It is a transfer of funds then to be used in the Middle 
East program. 

Mr. Houuister. No, sir. It was merely authority given to use funds 
released from certain limitations. There was no transfer specified. 
There was no appropriation. There was merely an authority to use 
up to $200 million of funds we already had appropriated. 

Mr. ‘Knox. Directed by the Congress? 

Mr. Hoxuistrer. It was not directed to be spent; no, sir. 


Mr. Kwox. No, it was not, but it was directed to be used for that 
purpose if it was needed. 

Mr. Hoxiister. Not directed; no, sir. 

Mr. Knox. I don’t know what an action of Congress is, if it is not a 
directive. 

Mr. Houutsrer. There are lots of actions of Congress that are not 
directives. 

Mr. Harpy. I think I understand the point that Mr. Knox was 
trying to clear up. Let us see if I can help with it. 

Actually, the Middle East resolution waned the use of, not to 
exceed $200 million, funds already appropriated for any purposes 
within the Mutual Security Act; isn’t that right? 

Mr. Houuisrer. It authorized the use of $200 million of the funds 
already appropriated for any of the purposes of the Middle East reso- 
lution, with certain limitations removed. 

Mr. Harpy. I know, but I mean that for the purposes of the reso- 
lution, the funds could come from any source authorized 

Mr. Houuisrer. From any one of the various accounts? 

Mr. Harpy. Yes, under the Mutual Security Act. 

Mr. Hotzisrer. If they hadn't already been used up, they were 
available under certain transfer authority. But what I am trying to 
point out is, (and I say this respectfully Mr. Knox, for I don’t mean 
to toy with words) the resolution merely gives authority. If we 
didn’t spend $5 million we would not be in breach of anything which 
the Congress ordered. 

Mr. Knox. The question I asked you, was there any moral or legal 
obligation on your department to hold in escrow these funds for the 


Middle East area? 

Mr. Hotutster. No, sir. 

Mr. Knox. That is the question I asked you. 

Mr. Harpy. The point I think is this, if you use those funds for other 
authorized purposes, they wouldn’t be available—— 

Mr. Houuister. That is correct. 

Mr. Harpy. Suppose they are not available, suppose they are used 
for purposes for which they were originally appropriated and you 
haven’t finished using your $200 million which was contemplated by 
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this resolution, Mr. Knox’s question is, are you going to come back in 
here and ask for some more money to finish up the purpose for which 
that resolution was passed ? 

Mr. Hotutsrer. Insofar as fiscal 57 is concerned, I have not the 
slightest idea that we would come back for more money. 

Mr. Knox. All right, now, on March 5, 1957, this became manda- 
tory. Section 3 of House Joint Resolution 117 provides that the 
President is hereby authorized—this is the directive of Congress—— 

Mr. Hoxuister. It is an authorization. 

Mr. Knox. You call it what you want to call it, and I will call it 
what I want to call it. 

The President is hereby authorized to use during the balance of the 
fiscal year 1957, for economic and military assistance under this joint 
resolution, not to exceed $200 million from any appropriation now 
available for carrying out the provisions of the Mutual Security Act 
of 1954. 

Now, as of March 5, you still feel that you have no moral or legal 
obligation to have this money available for the President ? 

Mr. Houutsrer. Do you mean to keep $200 million untouched? No, 
sir, I don’t feel any moral obligation or legal obligation. 

Mr. Knox. That answers my question. 

Mr. Houutster. Can I add something to that? 

Mr. Knox. You may if you care to. 

Mr. Ho.tuisrer. Obviously, until Ambassador Richards completes 
his mission—I am in steady touch with him through the State Depart- 
ment—unless some great emergency occurs, I am going to save a sub- 
stantial amount of funds unobligated so we may have them available 
for whatever commitment he may make. 

Mr. Knox. Then you will respect the directive of Congress? 

Mr. Hotutster. Of course, l have to. But you asked if I was under 
legal obligation to earmark any particular sum. 

Mr. Knox. I said hold in escrow. 

Mr. Hotuisrer. No, sir, I feel no such obligation. 

Mr. Knox. That is your answer. 

Mr. Chairman, I ask that I may be excused. 

Mr. Harpy. Certainly. 

Mr. Reddan, do you have any questions ? 

Mr. Reppan. I have 1 or 2 questions. 

Mr. Harpy. You ask your questions. 

Mr. Reppan. Would it be a fair statement that so far as economic 
considerations are concerned, the planning of your program presents 
no unusual problems; in other words, if political considerations were 
eliminated your program could be planned on a firm basis? 

Mr. Hotuistrer. They are reduced to a plannable form; and-a:good 
many of the programs that are affected by political considerations are 
too. When we finally refine our plans, we take into consideration as 
many political factors as we know about at the time. However in a 
great many of these programs, political considerations enter into the 
determination as to the level and the kind of aid from the beginning. 

Mr. Reppan. But it is the political considerations which require 
fost program to be fluid as compared to firm, would that be fair to 
say ? 
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Mr. Hoxiister. No, not necessarily. We have political considera- 
tions in certain countries which are fixed and clear, and can be planned 
for ahead of time. There are also emergency political considerations 
that come up just as there are emergency economic developments. 
Suppose one of the countries where we have a substantial program 
suffers from a terrible flood or famine or other disaster. We occa- 
sionally put in an additional amount of money to help out a country 
in an emergency that is entirely economic in character, and where no 
political significance attaches. 

Mr. Harpy. Let’s explore that for a moment. Don’t we have that 
same kind of emergency on our projects over here ? 

Mr. Hoxuisrer. Yes, sir. 

Mr. Harpy. Why couldn’t we plan for it in the same sort of way? 

I am thinking in terms of emergency situations. 

Mr. Hoxxister. I think it is easier to plan for projects over here. 
Of course, the time does come in planning over here when the emer- 
gency comes up and a request comes in to Congress for a deficiency. 

Mr. Harpy. That sometimes happens, but it doesn’t necessarily 
happen. While I recognize there is a difference in planning for pro- 
jects in overseas countries and planning here, I have a little trouble 
seeing why we can’t allow a contingency to take care of reasonable 
expectations. 

I am thinking right now of about a $4 million project that was built 
in Hampton Roads, a disposal basin, a civil functions project, and a 
hurricane came along and washed out a hunk of the wall before they 
got the thing closed, but they didn’t have to come back and get any 
more money for it, because they had a contingency fund set up that 
took care of it. 

Mr. Hoxutster. That is what we use our contingency funds for, too, 
Mr. Chairman. 

Mr. Harpy. I was just thinking that if we would program things 
on that basis, it would seem to me that we could eliminate the necessity 
for such a wide interchangeability of funds as we now have with re- 
spect to these economic projects. Isn’t that reasonable ? 

Mr. Ho titstrer. Well, it is a very hard question to answer without 
delivering quite a speech. 

Mr. Harpy. I found that out with Mr. Ohly. 

Mr. Ho xttster. I will try to make it as short as I can. 

In order to do an efficient job an executive in this very complicated 
kind of work has to have a substantial amount of discretion from his 
own standpoint, the ideal way for an executive to operate, of course, 
would be to have the Congress vote a blank sum of money, and say, 
“spend that as you see fit in doing these various things which are good 
for the United States policy around the world.” 

(Off the record.) 

Mr. Harpy. On the record. 

Mr. Horaister. The opposite way, of course, would be to run this 
shop bound with specific authorizations and appropriations in the 
same way in which—I won’t take the Post Office Department, because 
that seems to be somewhat in dispute at the present time—let’s say the 
Treasury Department is run. 

In operating the Treasury Department, you know pretty well what 
you are going to do in the following year when the spring comes along 








REVIEW OF THE BUDGET FORMULATION 105 


and you ask for your appropriation because you know what the duties 
of the Treasury Department are. You have for example, the Bureau 
of Internal Revenue, and you know about how many employees 
it takes to collect the taxes. You know almost exactly all the different 
things that the Treasury must do, and you can plan them all pretty 
well. If you tried to program my activities in that way, you would get 
in a per et hopeless snarl because I have to begin to plan these 
things so early. We had to start planning our fiscal year 1958 pro- 
gram at least a year ago, in the case of some of them, even longer ago 
than that. The programs had to be refined through a lot of compli- 
cated procedures which involve communications, writing back and 
forth with countries that are half way around the world. It takes 
several weeks just to get an exchange of letter. 

You are dealing with governments which sometimes don’t fully 
understand what it is all about. You have to take into account prob- 
lems resulting from things happening during the previous years. You 
may have had rains, or typhoons, or something else which delayed the 
project; you thought it would be finishd at a certain time, and it isn’t 
yet finished. You have all these things to complicate your efforts. 

We do the best we can in trying to tell the committees of Congress 
what we want to use the money for. We go through every country. 
It is a long, slow process, in which after much refinement, we finally 
have a figure for each country which we present but which we tell the 
Congress is only tentative. We also say to the Congress that we know 
that by the time we come to obligate the funds appropriated, which 
will be almost a year later for a good deal of the money, things may 
have changed very definitely. The country may not want that pro- 
gram any longer. We may have decided, after we have had a chance 
to investigate the situation a little further that we should not put aid 
into that country. A new need may arise. War might break out 
between us and that country, in which event we would eliminate every- 
thing. That type of thing happened this year with respect to the 
Israel-Egypt programs. We have to date eliminated them complete- 
ly from implementation this year. That could not have been pre- 
dicted a year ago. 

The time of fund obligation comes, as I say, almost a year from the 
time of presentation, which in turn is months after the time of original 
planning, and the actual spending of the funds occurs some time after 
the obligation, sometimes several years afterwards. It ought not to 
be that late, but in some cases it is. 

Mr. Harpy. I don’t see that is so different from what we go through 
here, even on some of our civil projects. 

Mr. Hoxtistrer. The difference, Mr. Chairman, I believe is in the 
relative firmness and unchangeability of what you are going to try to 
do on the Hampton Roads project. You could predict pretty well 
what that Hampton Roads operation was going to be in the absence 
of that particular flood. I agree with you that we can be relatively 
firm in our predictions with respect to a powerplant in Korea. 

Mr. Harpy. Do you know how long it took us to get that Hampton 
Roads project. to the point where we got the money for it from the 
time it began? We began planning for it 11 years before the first tap 
was turned. i y 

Mr. Hotrister. Wel!, then, we are doing pretty well in ICA in not 
taking quite that long time. 
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Mr. Harpy. You are doing awfully well. So I am not too im- 

en about this delay. You really do get things done in a hurry 

y comparison to the way we get things built here. Maybe we ought 
to adopt some of your methods. 

Mr. Hoxisrer. I don’t want to get outside of my own province. 

Mr. Meaper. I might say there is a project in my congressional 
district where the residents ‘along Lake Erie every once in a while are 
flooded by Lake Erie just blowing right up on them. And the Corps 
of Engineers made a study of the area and recommended about $114 
million worth of Federal funds for public works there. The Budget 
Bureau found some technicality in the law, and been fighting that 
for 4 years, now. 

Mr. Harpy. You are just getting started. 

Mr. Meaper. Even though the Corps of Engineers regards it as a 
meritorious project, after very careful engineering surveys and studies, 
and they figured out the amounts and the str uctures, the required local 
partic ipation, and yet I can’t get by the Bureau of the Budget on my 
project. 

Mr. Harpy. Would you vote with me to transfer the civil functions 
of the Corps of Engineers to the ICA ? 

Mr. Mraver. I think maybe I would dothat. 

Mr. Houser. I should add, though, Mr. Chairman, something I 
meant to say when you first asked me about this. Shortly after I took 
over this work I strengthened very greatly our engineering office, feel- 
ing there had been a good many things of this kind which we had gone 
into without adequate consideration of the amounts needed, of whether 
or not the particular activity was appr opriate to the economy of the 
country, and of other similar factors. So we have had that fully 
in mind trying to improve the advance work which is done before we 
get into expensive projects of the type which I think you are talking 
about. 

Mr. Harpy. I am glad to get your comments about this thing. I 
have to confess, though, that I am getting more and more concerned 
about the latitude we have, and the changes that are permitted, and 
the sparsity of information available to the rank and file of the Mem- 
bers of Congress, even though it may be all the Foreign Affairs Com- 
mittee wants for their purposes. 

Mr. Hotutsrer. Mr. Chairman, could I say this? If you or any 
member of the committee or of the staff would like a study of some 
particular project, picked at random—let us pick the project if you 
want us to do so, telling us the type you are interested in—we would be 
delighted to give you as much as we can about it, its history, when it 
started, how it started, and so forth; and what it has cost to date, and 
what it is expected to cost ultimately, and when it will be done, I think 
you are chiefly interested in these big projects. 

Mr. Harpy. The only way we can do this is on a sampling process. 
I think we may want to do something of that kind, to try to get a pic- 
ture of how this performance does compare with what we had anti- 
cipated, and how we might project it. 

But there is another thing in connection with this question of budget 
presentations that we discussed this morning that IT wanted to ask you 
to comment on briefly. In this memorandum of January 9, which 
the General Accounting Office gent over to ICA, there were certain 
specific recommendations that TH made, and they listed five items, 
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which to me sounded like they would be things that any prudent busi- 
ness concern would want to know in order to be able to exercise judg- 
ment in connection with putting up any more money. 

Mr. Hotutster. Those ones on page 4? 

Mr. Harpy. On page 6. 

Mr. Hotutster. Do you mean the 3 Pakistan projects and the 2 
India projects ? 

Mr. Harpy. No, I wasn’t talking about those. 

Mr. Houutsrer. Oh, I see. 

Mr. Harpy. I was talking about the itemization at the bottom of 
page 6. 

Mr. Hotuistrer. Yes. I should think with respect to large projects 
that would be a very simple matter. I would think you probably 
wouldn’t want to have that information with respect to every minor 
project. 

Mr. Harpy. I think that would be correct. As a matter of fact, it 
was suggested that it be limited to the major projects. Certainly there 
wouldn't be any necessity for that information on every minor project. 

Mr. Hoturster. I think this suggestion makes a great deal of sense 
with respect to these big projects, which are the ones that worry you, 
because they take so long to carry out and you find that you have mis- 
calculated the amounts, the time, and all that kind of thing. 

Mr. Harpy. That is the kind of thing that I was thinking about. 
You can’t tell where you are going unless you can look at the total 
project. You find yourself committed to something that extends on 
almost indefinitely. In fact, I heard one suggestion, I don’t have any 
idea where it came from, it may be pure hearsay, but one suggestion 
was to the effect that the projects that would come in under this 
Middle East resolution would probably involve commitments leading 
us to at least $1 billion in expenditure. 

Mr. Hortister. Well, I would doubt that, Mr. Chairman, from 
what I know about Ambassador Richards and what you know about 
him. 

Mr. Harpy. Certainly we are going to withhold judgment on that 
until we see what the picture is. 

Mr. Houuistrer. He isa pretty careful man. 

Mr. Harpy. There is this, I think that when you undertake to estab- 
lish a program of aid, embodying major projects, major programs, 
they don’t cut themselves off. 

Mr. Hotutster. One of the hardest things in the world, Mr. Chair- 
man, is to cut the amount of aid which goes to a country. It is one 
of the reasons I have always disliked the illustrative program process. 
The illustrative program process is demanded by the committees to 
which we present the programs, and I think you can well understand 
why, because they want to know what we are going to do with the 
money. But once the illustrative program is in, and even if we try 
to keep it under our hats for a few months so we can negotiate more 

easily with the countries involved, it leaks out pretty fast. And then, 
if later, we try to cut down the level of proposed aid for that country 
because the economic situation has improved, pressure is immediately 
applied by the country which says: When are we going to get our 
money ? 

Mr. Harpy. I have about arrived at the point of view that the ilfus- 
trative program should not be presented at all. 


. 
. 
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Mr. Ho.uisrer. I don’t think that is so, but the illustrative pro- 
gram does have a good many difficulties about it. 

Mr. Harpy. These specifics that GAO has listed down here certainly 
seem to me to be reasonable with respect to projects of any size. 

Mr. Hotuister. I agree with you on that. 

Mr. Harpy. I would certainly hope that it would be available to 
the Congress without too much digging. 

Mr. Hotrisrer. I think all that information could be got together 
without too much effort. 

Mr. Harpy. These specific items we were just talking about, Mr. 
Hollister, of course are just one portion of this memor andum from the 
Comptroller General, and we had some discussion this morning about 
ICA’s comment in connection with this memorandum. We observed 
that it was acknowledged, I believe, some time early in February, 
with an indication that it would be more fully replied to within about 
2 months. 

Mr. Ho.uister. I picked that fact up myself, and I asked my people 
why a reply hadn’t been made. They said they didn’t realize there 

was any pressure on to reply, and that because they had so many 
other things to do, it had been allowed to slide. I told them to drop 
everything else and to see that we got in the answer to this as quickly 
as possible. 

Mr. Harpy. I am glad to hear that. I hope, unless there is objec- 
tion, we will put those letters in the record so that our record will be 
complete on that point. 

Mr. Meaper. Might I ask, Mr. Chairman, whether the confidential 
material in the GAO memorandum of Janufry 9 has been declassi- 
fied ? 

Mr. Reppan. Not all of it, Mr. Meader. 

Mr. Meaper. Would it be appropriate to incorporate the memoran- 
dum in the record with this correspondence, with those portions that 
are still classified deleted ? 

Mr. Harpy. I think we should do that by getting Mr. Reddan to 
check with ICA as to whether there is anything else in here that is of 
a classified nature that should be deleted before it is incorporated, and 
without objection we will do that. 

Mr. Reppan. All right, I will do that. 

Mr. Harpy. Just to revert one moment to the specifics in this mem- 
orandum: Mr. Hollister, I again want to express gratitude that you 
have taken the initiative to see that there is some reaction expressed 
to this memorandum, and I would go just a little bit further and ex- 
press the hope that with respect to ‘the major items for which appro- 
priations are sought this year this information be available. You may 
not have it set up in your formal presentation but I am going to want 
some of my folks to make such inquiries about the specifics with re- 
spect to some of the major projects that are going to be under con- 
sideration. 

Mr. Ho uister. I think some of the items will be fairly easy. It 
might not be so easy to get items 3 and 4 quickly and accurately. The 
recipient country’s monetary share to date is sometimes difficult to de- 
termine because its contribution is sometimes direct and sometimes 
indirect. 

Mr. Harpy. You might not have that here in Washington, but isn’t 
that kept up to date in the field ? 
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Mr. Hosister. As I say, it depends a good deal, I think, on how 
you analyze what the other countries do. Let us take a powerplant as 
an illustration. Suppose the recipient country erects the grid—I am 
just picking things out of the sky—which is used to distribute the 
power from the powerplant. Is the cost of that part of the host coun- 
try’s contribution? Or suppose they do part of the work on the dam 
on which the powerplant depends. Is that to be included? All I am 
trying to say is that such a determination involves some work which it 
may not be possible to do accurately and quickly. 

Mr. Harpy. I can understand that, where you are especially con- 
cerned with contributions in kind. 

Mr. Houutster. That is right. 

Mr. Harpy. But certainly with respect to any contributions that are 
made in cash——— 

Mr. Ho.utster. If it is spent directly on the project, that would be 
easy. 

Mr. Harpy. That ought not to be a problem. 

Mr. Hotuitstrer. No, that will not be a problem. I expect on the im- 
portant projects, the ones that take a lot of money, that it won’t be 
too hard. 

Mr. Harpy. With No. 4, you suggest that might be difficult ? 

Mr Hotrasrer. That is the estimated additional cost and estimated 
recipient participation ? 

Mr. Harpy. Ona cash basis that ought not to be hard. If you want 
to have leeway for negotiation, maybe we ought to have just one 
blanket figure. 

Mr. Houuisrer. That is the kind of thing I am thinking about. We 
don’t want to say we expect the recipient country to do something, if 
the figures were classified. That wouldn’t be proper. 

Mr. Harpy. Certainly there should not be any reason or any prob- 
lem in showing the estimated total remaining cost to be financed. 

Mr. Horxisrer. That is right, there should be no trouble on that. 

Mr. Harpy. That, as far as my immediate interest is concerned, 
would serve that need, but I do think that we ought to have some knowl- 
edge as to where we are going on these things. Do you have anything 
further ? 

Mr. Meaper. Yes, Mr. Chairman. 

Mr. Hollister, I want to ask a question not on this immediate sub- 
ject of budget presentation. Mr. Lipscomb, of California, who is a 
member of the full committee, but not of this subcommittee, brought 
to my attention his efforts to obtain information from the Department 

of State and your agency with respect to the funds expended for 
public opinion surveys and for publicity purposes on behalf of the 
foreign aid program. 

Would it be hard for you to provide to this committee infor mation 
on the amount of money that the ICA spends on public opinion sur- 
veys and contracts with various research organizations ? 

Mr. Hotxisrer. Nota bit. 

Mr. Meaper. And also how many personnel, and the amount of their 
salaries, are involved in propaganda or publicity work on behalf of 
the foreign aid program ? 

91999578 
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Mr. Horisrer. Well, except as a side activity to respond when 
somebody asks us for this information, we have no activity of that 
kind whatsoever. In fact, I don’t believe we are legally authorized 
to spend any money in drumming up propaganda w ith respect to our 
own activities. Isn’t there a legal prohibition of some kind ? 

Mr. Harpy. For that, Mr. Hollister, you ought to get a medal. I 
don’t think there is any other agency that can make that claim. 

Mr. Horzister. I would like to ask Mr. Meader to conte down and 
go through the very small public affairs office I have. If you can find 
where we are conducting a lot of polls, I would like to know it. 

Mr. Meaper. Possibly that is done by the Department of State, and 
not ascribable to your appropriations. 

Mr. Hotutster. Well, I wouldn’t want to comment on that, because 
I honestly don’t know. One of our problems, frankly, is to find some 
possible way, outside of going around making speeches, to show the 
American people what the nature of this activity really is. It is quite 
misunderstood ; I think that is generally agreed. 

Mr. Harpy. I wish you would start on the Congress. 

Mr. Houutstrer. I think the same thing is applicable. 

Mr. Meaper. Mr. Hollister, do I understand, then, you have no per- 
sonnel or funds devoted to publicity and propaganda ? 

Mr. Hotutsrer. For the direct purposes of propaganda in this 
country for this activity ? 

Mr. Meaper. Yes. 

Mr. Houtister. No, sir. Overseas it is supposed to be USIA’s job 
to bring to the world what we are doing. 

Mr. Meaper. You have not contracted with any public opinion re- 
search institutions for sampling of American opinion ? 

Mr. Hotusrer. I will make inquiry. If it has been done, I have not 
known it. 

Mr. Meaper. I think Mr. Murphy is shaking his head back there, 
he may have something more specific. 

Mr. Murpny. I am just confirming Mr. Hollister. If it is done, 
I don’t know about it, either. I don’t believe we are doing anything, 
Mr. Meader. 

Mr. Harpy. I understood in that connection there was a press re- 
lease by ICA not too long ago—maybe 2 or 3 months ago—calling 
attention to certain results of some polls that had been conducted, 
by whom they were conducted I don’t know. 

Mr. Hoxuisrer. I saw that, and I inquired about it. It was nothing 
that we undertook. It was some report that had been made to one of 
our people about some private polls that had been taken by others. 
They are not polls that we took. 

Mr. Mraper. There is quite a lot of publicity on some poll taken 
by the National Opinion Research Center, which I believe is now asso- 
ciated with the University of Chicago, and at one time was connected 
with the University of Denver, and the results of those polls have 
been given quite a good deal of publicity. I think the Sunday New 
York “Times, mi rybe a week ago, carried quite a long story. 

As a matter of fact, Mr. Brownson had a photostat of the article 
here at the hearing yesterday, I think he gave it to the GAO people. 

Mr. Strapres. Yes. 

Mr. Hottister. I never heard of the organization myself. As far 

s I know, we have no connection with it whatsoever. 
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Mr. Meaprr. If there is any such activity in your organization, 
Mr. Hollister, would you give the committee the facts on it? 

Mr. Hotauister. I shall ‘report it to the committee; yes, sir. 

(The following letter was subsequently addressed to Mr. Meader 
by Mr. Hollister r:) 


INTERNATIONAL COOPERATION ADMINISTRATION, 
OFFICE OF THE DIRECTOR, 
Washington, D.C., April 11, 1957. 
Hon. GEORGE MEADER, 
House of Representatives, 
Washington, D.C. 

Deak Mr. MeEApER: During the course of my testimony before the Hardy 
committee last week, you inquired whether any ICA funds were used to conduct 
public-opinion polls within the United States regarding public sentiment toward 
the mutual security program. 

You also asked whether or not such activities, or similar related activities, 
would not be in violation of the Dworshak amendment. 

I have since had these questions examined within the agency and am glad to 
provide you with the following answers: . 

No mutual security funds are used by ICA to conduct public-opinion polls of 
any nature within the United States. 

The Office of Public Reports, which handles public information within ICA, 
is careful to carry out all of its activities within the framework of the Dwor- 
shak amendment. The General Accounting Office has made regular studies of 
the output of the Office of Public Reports, and in each has determined that none 
of its activities are in contradiction or in any way violate the Dworshak amend- 
ment. 

Yours very sincerely, 
JoHN B. HOLLIsTeER. 

Mr. Harpy. Thank you. I think we have already run a little bit 
beyond my promised time, and I do want to again express our apprecia- 
tion, Mr. Hollister, to you for coming down, and for your very frank 
and friendly discussion with us. We are all working toward the same 
objective. I just hope as a result of some of the inquiries that we are 
making we come up with something constructive and worthwhile. 

Mr. Houuister. We shall hold ourselves in readiness, any time you 
want us, Mr. Chairman. I am appearing next week before the Senate 
committee, and then I think Mr. Passman wants to go ahead, too, and 
then we are trying our best at the same time to vet _ prepared to go 
before the Foreign Affairs Committee with this year’s legislation. 

Mr. Harpy. Ac tually, insofar as this matter that we are concerned 
with at the moment is concerned, we had hoped to finish it this after- 
noon. We did what we so often do, the members of the committee 
fail to leave it up to the counsel to develop the specifics that he has 
in mind, and we monopolize the afternoon, and the result is we still 
have unfinished some of the things we wanted to pursue. 

We will try to wind this up one day next week, and I think we won’t 
need to worry you any more, but we will need probably Mr. Ohly and 
Mr. Murphy, or maybe Dr. Fitzgerald. 

Mr. Hotuitster. Dr. Fitzgerald will not be back, I don’t think, that 
soon. We had a regional meeting out in the Philippines. I couldn’t 
go and I asked him to go out and take c harge of the meeting. 

Mr. Harpy. I think Mr. Ohly can adequately t take care of what- 
ever we need here, anyway, and our staff folks will keep in touch with 
him and try to work out a time at as little inconvenience as possible. 

We thank you again, and the subcommittee stands adjourned. 

‘(Whereupon, at 4:17 p. m., the subcommittee adjourned. ) 
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WEDNESDAY, APRIL 10, 1957 


House or REPRESENTATIVES, 
SUBCOMMITTEE ON INTERNATIONAL OPERATIONS 
OF THE COMMITTEE ON GOVERNMENT OPERATIONS, 
Washington, D. C. 

‘The subcommittee met, pursuant to recess, at 2:45 p. m., in room 
304 Old House Office Building, Representative Porter Hardy, Jr. 
(chairman of the subcommittee) presidin 

Members present: Porter Hardy Jr. (chairman), Henry S. Reuss, 
Charles B. Brownson, George Meader, and Victor A. Knox. 

Also present: John T. M. Reddan, chief counsel; Richard Bray, 
counsel; Walton Woods, staff investigator, and Phyllis M. Seymour, 
clerk. 

Witnesses present: John H. Ohly, Deputy Director for Program 
and Planning, John E. Murphy, Controller, International Coopera- 
tion Administration, Frederick K. Rabel, assistant to Association Di- 
rector, Civil Accounting and Auditing Division, General Accounting 
Office. 

Mr. Harpy. Let the subcommittee come to order. 

I wish the record to show the presence of Mr. Reuss, Mr. Brownson, 
and myself; and you might just as well add Mr. Meader, because he 
will be here in just a minute. 

This afternoon we want to try to conclude the series of hearings we 
began on Thursday of last week, in an effort to determine what “steps 
should be taken to assure that future ICA budget presentations will 
more adequately serve the needs of this subcommittee and. the Con- 
gr ess, 

As I explained in the opening session, we, as a subcommittee are 
not directly concerned with the matter of appropriations, Our in- 
terest in the budget presentations of the ICA stems from the fact that, 
in carrying out our postaudit functions, we must use the budget docu- 
ment as one measure of the success or failure of the administration of 
nonmilitary foreign aid programs by the ICA. 

The ICA budget presentation should map the agency’s activities 
with sufficient clarity for us to make an intelligent evaluation of their 
entire operation, past, present, and future, since a postaudit is point- 
less if it is concerned solely with past error and does not clearly point 
the way to future improvement. 

We had the privilege of having Comptroller General Campbell with 
us here at the opening of our hearings, and we also had the pleasure 
of having Mr. Hollister with us last week. 
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Weare glad to have back with us Mr. Ohly and Mr. Murphy of ICA. 
I want to ask the committee members to withhold their questions until 
Mr. Reddan has had an opportunity to develop the specific points he 
needs to develop. I believe we can expedite the hearing in that manner, 
and we will have a clearer record. 

I hope we can conclude this phase of our hearings promptly, and we 
will turn it over now to Mr. Reddan. 

I do want the record to show the presence of Mr. Knox, also. 

Mr. Ohly, we are glad to have you back, and glad you have Mr. 
Murphy with you. I am sure that between the two of you, you can 
come up with responses to the questions which we need answered. 
Go ahead, Mr. Reddan. 

Mr. Reppan. Mr. Chairman, may we have Mr. Rabel take the stand 
just a moment to submit to the committee two tabulations which he 
has prepared at the request of the committee ? 

Mr. Harpy. Mr. Rabel, will you just come up temporarily, please, 
sir? 

Mr. Reppan. If you will identify the lists for the record, please. 


STATEMENT OF FREDERICK K. RABEL, ASSISTANT TO THE ASSO- 
CIATE DIRECTOR, CIVIL ACCOUNTING AND AUDITING DIVISION, 
GENERAL ACCOUNTING OFFICE 


Mr. Rase. One list shows the status of selected major continuing 
projects for which funds were requested in 1957, as of June 30, 1956. 

Mr. Reppan. Those are the current projects; is that right ? 

Mr. Rapex. These are projects which are included in the 1957 budget 
presentation, which are of a continuing nature. 

Mr. Harpy. Of a continuing nature; that is one of the questions 
which was raised the other day. 

Mr. Rasen. Yes. 

Mr. Harpy. That is fine. Thank you for that, Mr, Rabel, and we 
will put that in the record at this point. We also will insert at this 
point any comments ICA wishes to make on the GAO presentation. 

(The documents referred to follow: ) 


PRESENTATION OF THE GENERAL ACCOUNTING OFFICE—STATUS OF SELECTED MAJOR 
CONTINUING PROJECTS, FOR WHICH FUNDS WERE REQUESTED IN 1957, AS AT 
JUNE 30, 1956 


This list presents a sample of major projects for which ICA requested funds 
for 1957 and which had considerable balances of prior funds in the pipeline. 
These are illustrations of the evident need for disclosure of past accomplishments, 
so that the legislative committees can evaluate proposed funding plans. 





| 
| 
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Country and project | Fiscal yearfunds| Obli- | Unex- | Unsub- | 1957 
| gated | pended culigated | request 
saniaiiieniiiegl emabbubetaanindigmas —— ee eee 
| Millions | Millions | Millions | Millions 
———— - ——* dam__.- 1954 and prior $0.8 | $0. 4 $0. 4 | 
1955 aa 3.5 | 3.5 6 | 
1956 ‘ 8.0 8.0 
{—_—____—_|_ : Siapentesataliairth iiininai tides 
rots 9 4 $7.4 
Total . a aie 1.0 i ms 
——————* ground-water survey 1954 = 8 f .2 | 2 
| 1955 ‘ .8 7 | 
| 1956 3.2 3.2 2.2 
| j . 9°« 19.0 
Total | 4.8 | 4.1 oot one 
} El — = 
Improvement and expansion of aviation |f1955 1.6 | 1.6 
ground facilities. 111956 | 1.8 | 1.8 
! - — - 
| | « ¢ } Lg 
Total } 3.4 3.4 | { 21.0 
Intercollege exchange ...-| 1954 and prior_-_-| 2.5 | 1.2 
| 1955 ; 4 7 
| 1956 5 2.0 2.0 a 
Total | | 5.2 3.9 .3 31.2 
Agricultural research and demonstration 1954 and prior .4 a 
} 1955 | 4) 3 a0 
1956 .4 | 1 4 
| } 1 
Total ----| 1,2 | 8 | 5 { 3 
— oe a 
India: | | 
CUNY SO wieicsigSs Kn ccidinle cin eee Ae 1.4 | oO lncevauseua aa 
Sr einaukunons an DB itiesnud debe Giane be 
1956_ 4.0 4.0 4.0 
Total iMttigeliicmi ae edhe eS 5.5 4.4 4.0 3.0 
River valley development. _-_._........-- ee 7.1 5.3 7 3.0 
National water supply and sanitation _ - if Mee Ste ctces cee 4.6 3.2 EO thu cee. ‘ 
I ita eek 1.8 di ib occincn cued ticle 
NE cds Ha chniingninsinkss Raritan tet eaonhia 6.4 | 4.4 1.5 43.0 
Korea: Engineering services § dul Pot ke dsb es 1.05 BG ea deines 
Pe ckkedi ded 1.8 | SiO) 0 td ee nkeetodek 
Be PIR occas vuabance 10 | BM bos tei ce Lae 
TOR iiss he Ben adi hed dd os cule taecateaee dean 3. 85 | 3.85) () | 3 
Philippines: | | | 
Wells and springs --. --- 1955 8 a | 
| 1956 “| 2.1 | 2.1 | 1.3 | 
Total. . Pi cahiesd | ; 2.9 | 2.1 | 1.3 | 71.5 
Vocational training Ss pis eats 3) .6 | 2) 
| 1956 5 | 5 4 | 
Total LS bniicel ‘a4 7 | 4] 3.8 
| — = = = — — 7 === 
Public administration (8 projects) - - | MR icc 1.3 5 = 
| 1956. ....- 3 3 2 |: : 
Total Sk6ctDiudade ‘ cle el ti j | 1.6 | 8 | 2) 3.6 


| See footnotes at end of table, p. 116. 
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| 
Country and project Fiseal yearfunds; Obli- Unex- Unsub- 1957 
| gated | pended ae ee request 
snndininienianapaiageaneeainiipeiiumiansitis a aniinthliaeminnial aceon toat — 
| Mittions | Millions | Millions | Millions 
Formosa: | 
Shihmen multipurpose dam. ..-| 1956 ------=--| ‘4. 0 $4.0 | _%. 9 1 $5.0 
Small industry fund __- oes ..--| 1955 ceca a 2.6 | 1.3 s — | cckine 
| 1956... .---.... 1.5 | 1.5 | 
— pers a aasienis 
| | f 11.0 
.. - (aaa. » o< 7 eee | 4.1 2.8 | =as \ 2299 
| oR eA mest = 
————* Highways. _. | 1955 Pe 6 | I 
WN sinat- artes 5.3 | 5.3 | ; 
poner fp eed ~ 
Total... abide pbdleaticeacoaiitadel 5.9 5.6 | :. he 
lf 16.2 
, > ne 9 9 “o 
Civil police _ . | 1900... ‘ks ai ; set i} 214 
Information RS ca oas 6 | 7a | 
RSS cs acct edcal .6 | .6 
an w agi -~in-» ag cs 4 11.0 
Total. Saas ; 1.3 | 8 | i ‘5 
—————* Port highway -...| 1955- ei , 6 | - .6 : 
| 1956____- 7.4 | 7.4 | 4.4 | 
7 _—————s ——— 
} 16: 
Total... ; ‘ | oe oP 8.0 8.¢ | 44 7 
117 
—_—_——-s National roads ____- Sa... 2.7 | 2.7 | 8 Ws 
| | | | 
* Classified information onme. 4 Development assistance. 
! Defense support. 7 Defense support and technical cooperation. 
2 Local currency. § No contract executed through June 30, 1956. 
3. Technical cooperation. 6 Not applicable. 


INTERNATIONAL COOPERATION ADMINISTRATION’S COMMENTS ON GENERAL ACCOUNT- 
ING OFFICE’S PRESENTATION OF STATUS OF SELECTED MAJor CONTINUING PROJECTS, 
FoR WHICH FUNDS WERE REQUESTED IN 1957, AS AT JUNE 30, 1956 


The following information is submitted by the executive branch to provide 
the committee with additional general background information that may be 
helpful concerning the nature of the projects referred to in the document sub- 
mitted by the General Accounting Office. However, no attempt has been made 
to comment in detail on the status of most of these projects, but more detailed 
data can be supplied if the committee should wish. While no attempt has been 
made to comment project by project as to whether the information supplied by 
the GAO indicates or does not indicate that there was in fact overprograming 
or oOverfinancing measured solely by project criteria, the general observation 
can be made, based on the facts supplied below on each project, that while there 
were cases in which the original estimate as to fiscal year 1957, however good 
or bad they may have been at the time they were made, subsequently proved to 
have been high—in several instances, very high—in the majority of cases the 
soundness and desirability of making the request for fiscal year 1957 funds 
seems to be clear. No information is included with respect to those projects 
which are dealt with elsewhere in this testimony; namely, in Pakistan, Karna- 
fuli Dam, the improvement and expansion of aviation ground facilities, and 
intercollege exchange, and, in India, grain storage and river valley development. 


1. Pakistan 


(a) Punjab ground-water survey.—tThis project is designed to deal with one 
of Pakistan’s most serious problems. Large acreages are becoming unproduc- 
tive annually because of waterlogging and salinity and assistance is needed in 
checking this loss and consequent decrease in food production. United States 
assistance involves help in inventorying ground-water resources and in planning, 
and in carrying out, the necessary irrigation, drainage, and land reclamation. 
However, progress under this project has been comparatively slow, since the 
commodities which are involved have been slow in delivery, and this fact has 
been reflected in expenditures. The estimate as to fiscal year 1957 needs which 
is shown in the GAO list has proved to be an overestimate, and it is anticipated 
that only a small fraction of this amount will actually be needed for obligation 
for this specific activity in fiscal year 1957. 








REVIEW OF THE BUDGET FORMULATION 117 


(b) Agricultural research and demonstration.—This project provides techni- 
eal assistance and demonstration equipment for the purpose of improving agri- 
cultural techniques. Recruitment delays, with consequent delays in ordering 
demonstration equipment, have been partly responsible for the lag in subobliga- 
tions reflected in the GAO-cited figures. There are now 3 technicians in the 
field under this project, and the approved 1957 program provides for 7 techni- 
cians and 15 participants. 


2. India 


(a) National water supply and sanitation—Under project 86-52-025—“Na- 
tional water supply and sanitation program,” ICA records as of December 31, 
1956, show total obligations of $6,560,000 with only $5,000 unsubobligated. Ex- 
penditures amounted to $2,580,000. The sizable pipeline results from the nature 
of the commodities procured—in this case primarily steel piping. Fiscal year 
1957 technical cooperation funds will be used to finance continuing technical as- 
sistance to the central and State governments on overall programing and in 
connection with health sanitation training programs. However, in spite of the 
earlier estimates, and because of slowness in deliveries, ICA is not financing 
commodities under this project from fiscal year 1957 funds. 


3. Korea 


(a) Engineering services contract.—The fiscal year 1957 congressional pres- 
entation included funds for continuing the overall engineering services contract 
which at that time was under negotiation with every prospect of prompt agree- 
ment. These negotiations broke down unexpectably, and it was determined that 
the fiscal year 1957 funds earmarked for this purpose would not be required ; con- 
sequently, allowance for this project was not included in the fiscal year 1957 
operational program. ‘To cover the cost of the present engineering services con- 
tract, which was not concluded until January 1957, unexpended fiscal year 1955 and 
fiscal year 1956 funds, originally programed for this purpose, were used. Fiscal 
years 1954 and 1955 unexpended engineering services balances not included in 
the funds for overall engineering services project mentioned above are currently 
being used to finance task orders assigned to the present overall engineering serv- 
ices contractor. 


4. Philippines 


(a) Wells and springs project—The commodities required for this program 
are all long lead-time procurement items. The principal items purchased in 
fiscal year 1956, for example, were steel pipes, well-drilling equipment, and pumps. 
The drawing-up of specifications, awarding of contracts, and delivery of these 
commodities over 10,000 miles to the Philippines, and subsequent distribution to 
isolated rural areas in the mountains and jungles, normally requires from a 
minimum of 1 year to a maximum of 2 years. After delivery, the well-drilling 
equipment must be moved from one barrio to another before pipes and pumps can 
be installed. Therefore, when funds are obligated, it is frequently a considerable 
period until such time as delivery dates and specifications are agreed upon and 
the funds subobligated. An even longer period of time is required before the 
funds are expended. In fiscal year 1956, $500,000 were obligated to provide the 
services of United States contractor to drill approximately 1,300 wells in central 
Luzon, to demonstrate by example that efficient and adequate wells can be 
brought in at depths of approximately 100 feet in a short space of time. The 
area of central Luzon was selected since this area has long been a strong point 
for dissident activities because of the deplorable health and economic conditions 
under which the rural population exists. While these funds were obligated in 
the spring of 1956, negotiations have been in progress for 1 year to locate a con- 
tractor willing to undertake this difficult job in the jungles of northern Luzon. 

(b) Vocational training projects.—These two projects have attempted, through 
contracts with Stanford University, to provide United States professors and a 
modicum of educational equipment to Philippine teacher training institutions 
to develop a body of skilled teachers in vocational training which will provide a 
reservoir of skilled manpower capable vf eventually solving this basic problem 
of low agricultural and industrial production. These skills will also be useful 
in providing mechanics, electricians, metal workers, and skilled artisans of all 
kinds necessary to maintain the modern armaments of the Philippine Armed 
Forces, Over 1 year was required to select and negotiate university contracts. 
Under Government regulations, funds must be obligated to carry out the entire 
term of the contract, although actual operations, i. e., the travel of Stanford 
professors in the Philippines, would not begin until 6 months after the contracts 
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were negotiated, and the expenditures for professors’ salaries and demonstration 
equipment will extend over a 3-year period. The expenditure rate on commodities 
is naturally slow, since it is first necessary for the professors to arrive in the 
Philippines, survey the situation, complete the curricula, and draw up lists of 
equipment to be purchased in the future. It is anticipated that obligations made 
under the fiscal year 1957 program will not be liquidated until at least 2 years 
after the end of the fiscal year. In contract projects of this type in the educa- 
tional field, a 2-year liquidation period is normal and unavoidable. 

(e) Public administration projects.—In fiscal year 1955 an extension of the 
contract with the American management firm of Booz, Allen & Hamilton was 
negotiated to continue improvement in Philippine Government operations by 
providing technical assistance to the Bureau of Lands in the decentralization 
of its administration, the improvement in the efficient use of executive and super- 
visory time of officials, the simplification of operations and procedures, the 
development of an operations manual, the improvement of employees’ attitudes, 
and improvement of office space layout. Previous technical assistance to the 
Bureau of Lands and improvements in operations accomplished as a result of 
this contract have increased the rate of issuance of land patents from less than 
10,000 per year in 1953 to more than 60,000 per year in 1956. In a land where 
tenure of land is most important and Communist sympathizers are largely drawn 
from the rural population the importance of this accomplishment in providing 
secure tenure cannot be overemphasized. However, the contract extended over 
a period of time and the $500,000 shown in the above table were not expended 
until actual work was accomplished by the field forces of Booz, Allen & Hamilton 
working with Philippine officials. In fiscal year 1956 funds were not appropriated 
until August and readjustments in tentative fund allocations could not be 
completed until October. Because of this fact and because of negotiations on 
details with the Philippine Government, the funds therefor were not obligated 
until April and May of 1956. As a result, no funds had been expended on public 
administration projects by June 30. The unsubobligated amount represents the 
time lag between obligation of the funds through firm agreements with the 
Philippine Government and the normal time consumed in negotiations with the 
eontractor, the hiring of personnel, and the procurement of demonstration 
equipment. 


5. China 


(a) Small industry loan fund—(1) History.—This project was started in 
fiscal year 1954. Its purpose was to encourage the development of small private 
industries in Taiwan. The loan arrangement operates through commercial 
banks in Taiwan, which participate in each loan to the extent of at least 20 
percent of the loan. Loans may be made of United States dollars or of new 
Taiwan dollars. The borrower must match the amount of the loan in order to 
obtain approval of his loan application. This type of project to provide loans 
for private industry development represented a new concept to the Chinese. 
Some difficulty was encountered in promulgating the appropriate rules and 
regulations regarding the procedure. Under present procedures applications 
for such loans are made in the first quarter of each fiscal year. The com- 
mercial banks then proceed to screen the applications during thet second quar- 
ter and funds for approved loans are released as such funds become available. 
Contracting and delivery cutoff dates are provided so that under the fiscal 
year 1956 program shipment must be made on or before December 31, 1957, and 
under the fiscal year 1957 program this terminal date would be a year later. 

(2) Necessity for funding as programed.—Unexpended balances of the funds 
made available to this project reflect the realistic period allowed for shipments 
to which reference has been made. Machinery and equipment constitute the 
bulk of the imports for which loan funds are requested. To shorten the delivery 
time for such items would impair the usefulness of the project. To fail im 
supplying adequate additional funds each fiscal year would deter the develop 
ment of private enterprise and defeat United States policy in this respect. 


6. China 


(a) Shihmen Dam project——(1) History—This dam construction project 
when completed will provide water for irrigation, power, flood control and water 
for domestic use. The Government of the Republic of China created the 
Shihmen Dam Commission to undertake the construction and operation of the 
project after its completion. The Shihmen Dam Commission undertook exten- 
sive field surveys tests and studies of all relevant topographical, geological, 
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hydrological, and engineering factors in 1954 and 1955, developed preliminary 
plans and had some United States consultants advise it with regard to the 
technical aspects of the project. A proposal was then submitted to the mutual 
security mission to China for the purpose of securing United States aid financ- 
ing. The mission reviewed the project and submitted it to Washington under 
a project proposal dated June 2, 1955. After extensive review a decision was 
reached on February 7, 1956, to approve up to $4.4 million in United States dollar 
financing in fiscal year 1956 subject to nonavailability of private or Export-Im- 
port Bank financing. From that date until almost the end of April efforts were 
made to obtain alternative sources of financing. These proving of no avail, $4 
million was obligated under ICA financing procedures on April 30, 1956. Fol- 
lowing the obligation of funds, immediate steps were taken to canvas the 
field as to such United States engineering firms as had requisite experience in 
dam construction and the development of terms of an invitation to bid. The 
Shihmen Commission sent its chief engineer to Washington in the summer of 
1956 to assist in this work. Prequalification letters were circulated among 
various engineering firms in the fall of 1956. Responses to such letters were 
evaluated and invitations to bid for engineering design services were issued in 
February 1957 to all firms indicating an interest in the project. The period for 
the submission of bids closed on March 19, 1957, and are being evaluated at the 
present time. 

(2) Necessity for funding as programed.—Under the restrictions applicable 
to aid funds, no project implementation is feasible until funds are in hand. In 
the case of the Shihmen project this precluded actual consideration of engaging 
engineering firms until after April 30, 1956. To assure proper safeguards in 
projects of this magnitude extensive details have to be developed in the light 
of conditions that prevail at the time actual implementation of the project is 
started. This takes time as well as substantial technical efforts. Engineering 
firms are not disposed to submit bids unless a project is firm. The ICA 
financing in fiscal year 1956 was required to give this assurance and to provide 
funds for payment of the engineering fees. Moreover without such funds and 
those to be made available in fiscal year 1957 procurement of long lead heavy 
eonstruction equipment would not be possible. Phased procurement of short 
supply construction materials must also be undertaken as soon as possible. Such 
equipment and construction material must be procured this year if the project 
completion scheduled date is to maintain any semblance of realism. 


7. Vietnam 


(a) Highways and bridges.—In fiscal year 1956, it was agreed to undertake 
an enlarged program of rehabilitating the principal highway system of Vietnam 
and to establish a trained cadre of highway engineers in the Ministry of Public 
Works. The project was not actually approved until March 30, 1956, after which 
procurement of roadbuilding equipment was begun. The engineering and con- 
struction contractors are now in Vietnam, working on the first priority stretch 
of National Route 1. Fiscal year 1957 funds provide $8.2 million to fund con- 
tinuation of the contracts and $3.4 million for heavy equipment and road con- 
struction. 

(b) Civil police—This project was begun in fiscal year 1956 and provided 
$1,200,000 for equipment for the new police services, then being organized and 
trained. Procurement was slow in getting underway because of the necessity for 
detailed technical specifications and because some items had a long lead time. 
Because of these delays, the amount originally estimated for fiscal year 1957 has 
been reduced (from $6,200,000 in dollars and $1,400,000 equivalent in local cur- 
rency) to $5,800,000 in dollars which will cover training and additional equip- 
ment needs such as transportation, communications, traffic and crime laboratory 
equipment, weapons, and ammunition. 

(c) Information and communications mediums.—This is a project to assist in 
the development of Vietnamese Government information facilities. The fiscal 
year 1956 project provided $669,000 for commodities and $34,000 for contract 
services. Some of the commodity items—such as electronic and photographic 
laboratory equipment—have a fairly long lead time. Because of these delays, 
the fiscal year 1957 funding has been reduced (from $1 million in dollars and 
$1,500,000 in piastre equivalent) to $420,000 and $426,000 equivalent. Approxi- 
mately $308,000 is for commodities such as generators, motors, electronic appara- 
tus, audiovisual equipment, cameras, photo-lab equipment, and chemicals. 
Piastres will be used to cover such costs as local supplies and materials for the 
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effective operation of electronic repair facilities located at Saigon, Hue, Dalat, 
Tourane, and Nha-Trang. 


&. Cambodia 


(a) Port Highway project—The Port Highway project was developed in 
fiscal year 1955 on the basis of recommendations of the Cambodian Government 
that an opening to the sea and a modern seaport represented the greatest 
economic, defense, and social need of the country. The French economic aid 
mission agreed to construct a deepwater seaport at Kompong Som on the Gulf 
of Siam. The ICA agreed to build, under the United States aid program, a 115- 
mile highway connecting Phnom Penh, the capital city, with the new port at 
Kompong Som. The project, estimated to cost $15 million to $20 million, included 
repair of bridges between Kampot and Ream on alternate Route 3 in order to 
assure a road of access to Kompong Som while work on the modern, more direct 
route was in progress. 

(1) Progress and financing, fiscal year 1955.—$600,000 of fiscal year 1955 
funds was obligated for the survey and engineering phases of the project. A 
contract was entered with ICA late in 1954 and the preliminary reconnaissance 
survey completed in the spring of 1955. Unexpended at the end of fiscal year 
1955: $600,000. 

(2) Progress and financing, fiscal year 1956.—An engineering contract was 
negotiated between a United States contractor and the Cambodian Government 
late in 1955. The contractor’s engineers were to be responsible for layout, 
survey, and preparation of plans and specifications for the road as well as serve 
as construction engineers during the construction phase. Original estimate of 
the contract cost was $703,000. Contract personnel started to work in Cambodia 
early in February 1956. Inasmuch as negotiation of the construction contract 
was expected before the end of fiscal year 1956, a total of $7,400,000 of fiscal year 
1956 funds was obligated for the project before June 30, 1956, making total 
obligations of $8 million. Actual expenditures during fiscal year 1956 were 
$30,000, leaving $7,970,000 unexpended, as of the end of fiscal year 1956 (of 
which $4,400,000 was unsubobligated. ) 

(3) Progress and financing, fiscal year 1957.—Delays in subobligation and ex- 
penditures of funds on this project have been caused by delays in negotiation of 
the construction contract and initiation of construction operations. Rapid 
progress has been made in fiscal year 1957; however, on July 2, 1956, a contract 
for construction of the highway was awarded. In view of the time which would 
be required to complete execution of this contract with the Cambodian Gov- 
ernment, letter of agreement arrangements were made authorizing the con- 
tractor to proceed immediately with procurement of equipment and initiation of 
construction. As of December 31, 1956, the construction firm had purchased 
and shipped to Cambodia $5,800,000 of equipment and materials. Another 
$4,400,000 of commodities was scheduled for procurement later in fiscal year 1957. 
As of March 22, 1957, the construction firm had 125 United States employees, 
35 Portuguese machine operators, and 614 Cambodian laborers at work on con- 
struction operations. The final contract was signed by the RKG & Dougherty 
on March 28, 1957. Expenditures on the highway project may approach $10 
million in fiscal year 1957, or an amount considerably in excess of the previous 
years’ project funds unexpended as of June 30, 1956. The fiscal year 1957 
illustrative program for Cambodia provided an additional $6,300,000 of new 
funds, as well as $2,100,000 of local currency, for the project. As a result of 
later cost estimates, the requirements for fiscal year 1957 funds were increased 
to $8 million. 


9. Laos 


(a) National roads projects——This activity involves maintenance and con- 
struction of roads and requires the purchase of road-building equipment, con- 
struction materials (e. g., culverts, asphalt, etc.) and procurement of construc- 
tion and engineering technical services. All of the foregoing require consider- 
able lead time for procurement and must be procured from outside Laos. De- 
livery of commodities of this type takes from 6 to 10 months after the placing 
of orders. Once a project of this type is started, it is essential that a continu- 
ing supply of materials, equipment and services be insured. Hence, the request 
for fiseal year 1957 funds, in order to permit procurement of additional items in 
sufficient time to avoid any interruption of the project. 


Mr. Rasex. And the other list summarizes certain lagging projects 
which were discussed in prior GAO audit reports. 
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Mr. Reppan. Those are also examples of overprograming which 
have been brought to the attention of ICA in audit reports. Thank 
you, sir. 
Mr. Harpy. Thank you very much, Mr. Rabel. Without objec- 
tion, we will incorporate that tabulation in the record at this point, 
too. We also will incorporate any submission which ICA wishes to 


make commenting upon this tabulation. 
(The documents referred to follow :) 


























PRESENTATION OF THE GENERAL ACCOUNTING OFFICE—EXAMPLES OF LAGGING 
PROJECTS AS DISCLOSED IN Prion GAO Aupir REPORTS 
i aellinaiicina anneligeaimeadlgaiendae erent aa - as Sammie ae 
Country and project | Year Effective date| Obliga- Unex- | Unsub- 
| obligated tions pended | obligated 
aie couitiilbdl — = SS we 
India: Millions | Millions Millions 
TWebowelt.. . iid dek cc oan. | 1952 | Jan. 31, 1954 $15.3 | $11.0 | $1.6 
| Apr. 1953 do 6.2 | 6.2 6.2 
| Mar. 1953. __| do 4.5 | 4.5 1.1 
— a. a 
26.0 | 21.7 11.9 
Community development. - 1952 j.----do arr) | Wel 3.3 
1953 | do 1.9 1.9 1.9 
10.6 4 8. 5 9 
| — ———4 . — _ | = — 
Technical services...........- cakes | 1952 |_.__.do 2.8 i “ee 
1953 ms 6.0 +3 ) 
8.8 | 3.6 
} — — — — 
Pakistan | 
Intercollege exchange.............-.....| 1953 Dee. 31, 1954 3 
| 1953. _- : do 5 | 2.4 1.4 
1954. -_ ay 1.7 |f 
! — jo —— 
2.5 2.4 | 1.4 
| Status at Mar. 31, 1956 | 5.2 | 4.3} 2.0 
.do .| June 30, 1956 5.2 3.9 | 3 
| | : [SS — 
Fertilizer factory 1952 Dec. 31, 1954 4.0 ) 
| 1953 do 3.0 6.8 
1954 Sea 3.5 | 
} 10,5 48 
Training - . - - 1952 | June 30, 1954 7 4 1 
Village agricultural industry 1952 do 2.3 N) 
1953 do 4 2. 1 1.0 
1954 oe) do 1 { 
2.6 a4 1.0 
Egypt: | : 
Field of activity: } 
Agriculture | 1953_........! June 30, 1955 15 7 1 
1954___.. onalov--s80.-- oleae sail 5} si 
ii inst anaahianibiane do - 4] 3 
2.6 1.6 | 4 
Thou- | Thou- | Thou- 
sands sands. | sands 
EL ae see 1954. --do. $175 $174 | $129 
Health and sanitation. ............| 1953_- Filles “arn 34 | “s 
+ Teas Aw caie heii ded do 491 360 212 
| 1955. do 154 152 142 
' | se - -—-—- 
776 546 357 
Education...........- 1953_. .do ~ 260° a 1m ee 
1954__ _.do 703 609 | 411 
1955.. ..do 109 109 | 109 
1,072 799 520 


‘Not available 
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PRESENTATION OF THE GENERAL ACCOUNTING OFFICE—EXAMPLES OF LAGGING 
PROJECTS AS DISCLOSED IN PrRIoR GAO Avupbir REPorTs—Continued 





























l pia 
Country and project Year | seftective date} Obliga- Unex- | Unsub- 
obligated | tions pended | obligated 
oan —| a 
Thousands Thousands|Thousands 
Lebanon: 
Lagging projects (p. 31) of report. 
ONE finance ccculewewnis dials | 1953......... | June 30, 1955 $116 $45 | $6 
ee di itso wilc inn manic anne Denn sania | eke Wiehe 42 ‘ | 8 
Industry Institute__................--.- PIONS. sd. cau eer Bris bck esd i 
PSR an 105as a ie sas. 302 | 371 | 139 
MODs icssasestscase oe 149 } 
| ae ——SS — 
501 | 371 | 139 
Iran: thi acaba | zi oo 
Livestock improvement - - ce ccs os naka Tc elCeNe a-tuts aa 135 | 
es er “Oe 163 134 | 13 
PRB ion ans Or cwacne | 30 
328 134 | 13 
Crop production __......__.- snbveiiaec EK ceca Ligeia asain ps iaen all Sa | ime 
Ra inrdinare a SS acca ‘ 392 329 | 60 
1955 eee zeccZt 263 | 
689 329 | 60 
Rural community development - __----- Since a aeaskeeoee a es : 1, 300 TOO Selon 
1, 700 (?) @) 
Israel: 
Agricultural projects (includes expendi- | 
tures through Dee. 31, 1955) -__-___- eo ee ee eee 889 576 | 40 
Mineral exploration ______. Sas SS eae ee 233 179 130 
Vocational training. -_- ie | 1952 | RE 500 154 | 47 
| 








2 Converted into local currency, about 12 percent expended. 


SUBMISSION OF INTERNATIONAL COOPERATION ADMINISTRATION COMMENTING UPON 
EXAMPLES OF LAGGING PROJECTS AS DISCLOSED IN PRIOR GENERAL ACCOUNTING 
OFFICE AUDIT REPORTS 


The following information is submitted by the executive branch to provide 
the committee with additional general background information that may be 
helpful concerning the nature and status of the projects referred to in the 
document submitted by the General Accounting Office. No attempt has been 
made to comment in detail on the status of most of these projects, but more 
detailed data can be supplied if the committee should wish. Similarly, there 
has been no attempt to comment on a project-by-project basis as to whether, 
based on plans as of some hypothetical date, these projects were running ahead 
of or behind schedule, although some of these projects, for one reason or 
another, clearly were behind schedule as of the particular date when the GAO 
prepared its figures. However, it should be stated and restated, as the GAO 
list clearly indicates, that, with one exception the GAO reports covering the 
projects in question relate to situations existing at least 21 months ago, and 
that, similarly, to a large extent (a half dozen instances of fiscal year 1955 
funds are cited), the illustrations used involved fiscal year 1952, fiscal year 
1953, and fiscal year 1954 funds. The program has advanced a long way since 
these reports were made, and these reports, highlighting, as they did, problems 
being encountered by the program, have helped ICA and its predecessor agencies 
in instituting the better programing and management practices which it is 
believed are operative today. Those projects which are discussed elsewhere 
in this testimony, such as the intercollege exchange contract in Pakistan, are 
not covered here. 


1. India 


(a) Tube wells—Under project 86-12-006, ground-water irrigation, ICA 
records as of December 31, 1956, show total obligations and subobligations of 
$18,700,000, of which $17,400,000 was expended. There are planned reobliga- 
tions of technical cooperation funds in the amount of $36,100 for fiscal year 
1957, to complete financing of procurement from prior year funds. In addition 
to the above, $2 million was obligated in fiscal year 1956 from nonproject 
development-assistance funds. 
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(b) Community development.—Under project 86—81—008, community develop- 
ment program, ICA records as of December 31, 1956, show total obligations of 
$12,980,000, total subobligations of $12,910,000, and total expenditures of 
$8,760,000. The unexpended balance consists primarily of “long lead” items 
such as health vans made to specifications for use in community-development 
blocks. In view of the sizable pipeline, commodity obligations in fiscal year 
1956 were limited to $9,000 in connection with a project. In fiscal year 1957, 
obligations of $2 million are scheduled for transportation and audiovisual equip- 
ment for 200 community-development blocks. Community development is a 
high priority need in India, and ICA considers it desirable to continue assistance 
to the program at this time. 

(c) Technical services.—ICA records do not reveal the identity of this project. 


2. Pakistan 


(a) Fertilizer factory—Funds under this project have been used to finance 
a contract with a Belgian engineering firm for construction of the plant and for 
necessary equipment. It is expected that construction will be completed by the 
end of this year. The plant has been in partial operation, and ICA has provided 
an American technician to train Pakistanis in operating techniques. Twenty- 
six thousand dollars was approved in 1957 to continue advisory services. 

(b) Village agricultural industry.—Recruitment lags which in turn delayed 
the ordering of necessary equipment for demonstration purposes in the village- 
aid program caused early delays in disbursements. However, there are now 30 
American village-aid technicians in various provincial offices throughout both 
Jast and West Pakistan, and unsubobligated balances under this project at the 
end of fiscal year 1956 represented commodities in the pipeline. The $536,000 
approved for 1957 is to continue the technician and participant portion of the 
project, and no 1957 funds have been provided for commodities. 


3. Egypt 


As of June 30, 1955, there were considerable technical-cooperation funds unsub- 
obligated in projects for agriculture, mining, health and sanitation, and educa- 
tion, as indicated in the GAO list. Because of these unsubobligated balances, 
technical-cooperation aid in those fields was reduced in 1956, and, because of the 
Suez affair, no program was initiated in fiscal year 1957. As of June 30, 1956, 
the status of funds under these projects was as follows: 


[Millions of dollars] 


| | | 
| Obligations | Unexpended | Unsubobli- 


gated 
cna tnninarstatineliquetpnnecepieeepiptindpiities egal | tt preriemeentinenacnamiaaccaeal 
Agriculture _. abi sales, 3. 26 | 15 | 0. 176 
Mining. 3 anes bcakweodanses o+----+----| -175 .171 | - 050 
Health and sanitation go ag ia a . 776 | . 405 | .172 
Education ~ a ssaeiee Bama ash tucsdes Rae 1. 021 . 459 | . 233 


The reduction in the obligations figure for the education project results from 
a deobligation. The foregoing represents the latest available data from the 
field on these projects since the Egyptian program was suspended in July 1956 
and ICA in Washington has not received the customary fiscal reports since 


June 30, 1956, due to the evacuation of personnel from Cairo and removal of 
records. 


4. Lebanon 


(a) Marketing.—The marketing project was slow in getting started for two 
reasons. First, there was the problem of locating a site. Second, the normal 
process of letting contracts by governments in the Near East is a slow one. 
Further difficulty was encountered when a wall of the building collapsed and 
had to be rebuilt, thereby causing the construction part of the project to lag 
behind schedule. Until such time as the building was completed, there was no 
place to put the machinery, which had to be stored. The building was recon- 
structed and the machinery installed. The project is now being phased out 
and turned over to the Government of Lebanon. It must be noted, however, 
that the actual unsubobligated figure, as of December 31, 1956, was $10,000— 
not the $6,000 shown in the GAO audit report. 
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(b) Credit and cooperatives.—This project covered commodities financed en- 
tirely out of fiscal year 1953 money, although there have been allotments of 
subsequent fiscal years funds for technicans only. The major areas of disagree- 
ment between the USOM and Lebanon officials regarding this project (to which 
the GAO audit report refers) have now been settled, but there has been a lag 
on this project. While the amount is small, it must be noted the actual unsub- 
obligated figure as of December 31, 1956, was $14,000—not the $8,000 shown 
in the GAO report. 

(c) Industry institute—As of December 31, 1956, all fiscal year 1955 and 
prior years’ funds had been subobligated. The initial problem of housing the 
institute, which had amounted for much of the delay, has been solved and 
the project is now operating to the satisfaction of both the Government of 
Lebanon and the USOM. Additional obligations undertaken from fiscal year 
1956 and fiscal year 1957 funds amounted to $237,000, of which all but $27,000 
had been subobligated by December 31, 1956. At that time only $8,000 of 
fiscal year 1955 and prior-year funds remained undisbursed. 


5. Iran 

In December 1955 and January 1956, the mission in Iran very carefully 
reviewed the then existing pipeline in all technical-assistance projects. This 
was done with the full knowledge that there is considerable lag in accounting 
operations, so that the reporting of expenditures on properly subobligated 
items is often 90 to 120 days back of the actual expenditure, and, further, 
that, in a technical-assistance program of the magnitude and complexity of 
the one in Iran, considerable time is required to effect procurement of com- 
modities after the subobligation is properly established. At that time, it was 
determined that the funds available in the mission for subobligation in projects 
Nos. 32 (livestock improvement) and 75 (crop production) were so limited in 
amount that the projects would require additional dollars in fiscal year 1957 
for commodities. The rough estimate at that time was that approximately 
$100,000 might be required properly to continue these 2 projects in keeping 
wih the detailed plans then in existence for the projects. 

In September 1956, the Director of the mission instituted a mission review 
of the 1957 requests for dollar commodities items. At that time he found that 
for fiscal years 1952, 1958, 1954, 1955, and 1956, $382,000 had been made avail- 
able in project 75 (crop production) of which only $29,000 remained unsub- 
obligated, and of the subobligated amount, which totaled $353,000, less than 
$90,000 still remained unexpended. He, therefore, submitted a request for 
$51,000 to be made available to the project in fiscal year 1957 for the purchase 
of commodities. Of the total of $51,000 requested, $30,000 was to be spent for 
seeds, plants, and rootstock, to introduce better varieties of crops into Iran, 
$5,000 for the importation of new and more effective fertilizers, and the re- 
mainder, $16,000, for supplies, pesticides, and 3 demonstration power sprayers. 

Similarly, when the Director reviewed project 32 (livestock improvement), 
he found that there was an unsubobligated balance of only $22,000 and that 
less than $70,000 remained unexpended out of a total of $317,000 subobligated. 
On the basis of this review, he requested ICA in Washington to allocate the 
sum of $50,000 in fiscal year 1957 to the project, of which $12,000 would be 
utilized for the importation of animals (breeding stock), and $22,000 would 
be for the importation of selected serum, vaccines, and related supplies and 
equipment. The remainder, $16,000, would cover the importation of demonstra- 
tion equipment in connection with livestock handling and breeding. 

With regard to the community development project (No. 64), community 
development activities have been reorganized as indicated on page 17 of the 
GAO report. As a result of this reorganization, no additional funds have been 
released to the field for project 64 in fiscal year 1957. In the case of con- 
tracts, such as the Near East Foundation contract financed through project 6-4, 
it must be borne in mind that the funds requested of Congress are designed 
to finance contracts beginning with the Iranian fiscal year, some 9 months 
later. There is thus an inherent lag between the beginning of United States 
fiscal year in July and the beginning of Iranian fiscal year on the following 
March 21, which is reflected in the pipeline. The reason for attempting to 
place contracts on an Iranian fiscal year basis is to facilitate an expected trans- 


fer - responsibility for financing from United States to the Iranian Govern- 
ment. 
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6. Israel 


(a) Agricultural projects, 1952-55.—Status of agricultural projects as of 
March 31, 1957, as compared with status shown in GAO report, is as follows: 








Project Unexpended | Unsubobli- 
obligations gated 
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GAO report, June 30, 1955 (including expenses through Dec. 
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As can be seen from the above tabulation, considerable progress has been made 
since the GAO report, indicating success in overcoming lags in the procurement 
operation. This progress would have been more marked had it not been for the 
disruption of normal operations in Israel since October 29, 1956, due to the crisis 
in the Near East, and the evacuation of ICA personnel from Israel. 

(b) Mineral exploration, 1953-55.—The comparative status of this project as 
of March 31, 1957, is as follows: 


Project Unexpended | Unsubobli- 


| obligations | gated 
sy = = $n Sante Bat tepid bed. 
Status on Mar. 31, 1957 : i saat | 233 136 2 
GAO report, June 30, 1955-_- 2S = sliced ticniahatets ab } 233 179 130 


At the time GAO made its review (June 30, 1955), a contractor employed by 
ICA was making a 3-month survey of the minerals situation in Israel. This 
survey was phase I of the project and phase II was to be initiated following the 
recommendations made by the contractor. Difficulty was encountered by ICA in 
locating a suitable contractor to carry out phase II of the project, a drilling 
program with on-the-job training being given to Israeli drillers. This difficulty 
was overcome with the decision to purchase a small drill and have the firm 
providing the drill also furnish two drillers to carry out the drilling program. 
Just as this decision was about to be implemented by the General Services 
Administration (October 1956), the Near East crisis developed, and abruptly 
stopped the efforts of GSA to procure the drill and drillers. 

(c) Vocational training, 1952.—The comparative status of this project as of 
March 31, 1957, is as follows: 


Project Unexpended | | Unsubobli- 
obligations a gated 
Status on Mar. 31, 1957 4 500 | 48 l 
GAO report, June 30, 1955. _. : Sneha Sites ‘ ‘ 500 | 154 | 47 


Mr. Harpy. I would like to ask Mr. Rabel just one question about 
this latter General Accounting Office submission. 

Do I understand that these lists contain projects where progress 
appears to be slow; projects which have been going on for some period 
of years? 

Mr. Rapex. These are projects which continued for a number of 
years. However, the status of these projects is as of different dates, 
depending on when we submitted our audit report. It covers reports 
submitted during the last 2 years. 

Mr. Harpy. Do you know whether they are all active projects now? 

Mr. Raver. Well, presumably they are in a better condition now. 
This list does not mean that these projects are still lagging today. 
We do not know. 

Mr. Harpy. Thank you, Mr. Rabel. 

Go ahead, Mr. Reddan. 


91999-—_37——_9 
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FURTHER STATEMENT OF JOHN H. OHLY, DEPUTY DIRECTOR FOR 
PROGRAM AND PLANNING, INTERNATIONAL COOPERATION 
ADMINISTRATION; ACCOMPANIED BY JOHN E. MURPHY, CON- 
TROLLER, INTERNATIONAL COOPERATION ADMINISTRATION 


Mr. Reppan. Mr. Ohly, the subcommittee wanted to give you an 
opportunity to comment upon the General Accounting Office memo- 
randum which was submitted to ICA in January of this year. On 
Thursday and Friday of last week we touched on certain portions 
of it but skipped around, so that I am not entirely sure whether you 
are satisfied with the comments you have made on those points. So 
I will just quickly run over the memorandum with you. 

I might, before I do that, make this observation and see if you 
agree with me: that the deficiencies which are pointed out by GAO 
in this memorandum to ICA, which I will refer to as the January 
1957 memo, are the same deficiencies which have been brought to the 
attention of ICA over a period of some time. Would you consider 
that a fair statement? 

Mr. Onty. No; I would not. I think some of them have been 
called to the attention of ICA over a period of time. 

Mr. Harpy. And some of them are new ? 

Mr. Ounty. In their specifics, yes. 

Mr. Harpy. Could you illustrate what you have in mind with 
respect to ones that are new? 

Mr. Ounty. Well, take one specific thing, there is a page devoted 
to the problem of failure to identify “other costs” properly in the 
case of a number of countries in the 1957 presentation. 

Mr. Harpy. And GAO had not previously brought up that point? 

Mr. Outy. Well, I can’t say that it was never discussed with us in 
oral conversations. I don’t know. I don’t recall any prior report 
which dealt with that particular problem. 

Mr. Harpy. So there will be no confusion about what you meant and 
about what GAO meant, would it be correct to say that the allegation 
of faulty presentation with respect to this item of “other costs,” al- 
though it was made in the GAO memorandum of January 1957, related 
to a practice that had been recurring over a period of years? 

Mr. Onty. I don’t believe that it did; no. 

Mr. Harpy. That is what I wanted to find out. 

Mr. Onty. There may have been instances in preceding years 
where items were listed and not properly identified. I am sure those 
occasions occurred. But I don’t recall any GAO report to that effect. 

Mr. Harpy. Well, that is what I was trying to inquire about: 
whether or not the presentation may have contained substantial items 
of “other costs” which were not properly identified in previous years, 
even though GAO had not questioned it. 

Mr. Ouny. It may have. I think the chances are there would have 
been instances like that. 

Mr. Harpy. Thank you. 

Mr. Reppan. Mr. Murphy, could you tell us whether the criticism 
relative to the way “other costs” items were included in the 1957 
budget presentation had even been brought to the attention of ICA 
before ? 
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Mr. Mureny. It had never been brought to our attention, so far as 
I know. ; 

Mr. Reppan. Mr. Ohly, for instance, in GAO’s memorandum with 
respect to the budget presentation in 1955, didn’t they discuss in some 
detail overprograming # 5 

Mr. Onty. Yes; the problem of overprograming has been one 
which has been Snae with the General Accounting Office from 
time to time, and not merely mentioned in that report. It has been 
a continuing problem that we have been working on continuously. 
We think we have improved our handling of it a great deal. We 
think the General Accounting Office probably can help us to im- 
prove it some more. Some of the suggestions they made for deal- 
ing with that problem in the staff memorandum are new, and some 
of them are very good; on the other hand, some of them recommend 
actions we actually had taken before this memorandum was written. 

Mr. Reppan. Wasn’t that one of the items which was referred to in 
the obligating bases report which was prepared by the General 
Accounting Office in 1955¢ Didn’t that report refer to over- 
programing as being one of the administrative deficiencies which 
resulted in a noninformative and less reliable budget presentation 

Mr. Outy. I believe that is true, Mr. Reddan. 

Mr. Reppan. I would like to put in the record at this point, Mr. 
Chairman, that portion of the obligating bases report which is perti- 
nent to this hearing. 

Mr. Harpy. Without objection, it will be so ordered. 

(The document referred to follows :) 


EXxcEeRPT FROM THE GENERAL ACCOUNTING OFFICE REPORT ON Stupy OF OBLIGAT- 
ING BASES AND RELATED ADMINISTRATIVE PRACTICES, FOREIGN OPERATIONS 
ADMINISTRATION 


(Transmitted to the Speaker of the House of Representatives, June 10, 1955) 
INTRODUCTION 


As part of our audit of the Foreign Operations Administration (FOA), we 
made a study of the bases established by FOA and the predecessor agencies for 
obligating funds appropriated to carry out the various mutual-seeurity activi- 
ties assigned to them, and the administrative practices followed by these agen- 
cies in applying the prescribed bases. Our appraisal of these bases and the 
related administrative practices was made in terms of their conformity with the 
statutory requirements of section 1311 (a) of the Supplemental Appropriation 
Act, 1955 (68 Stat. 880). Our report herein presents the results of this study. 


Scope of examination 


FOA conducts a variety of activities authorized in the Mutual Security Acts 
of the past several years. Although these activities are all dedicated to the 
common objective of mutual security, they vary in character and financial ar- 
rangements between countries or geographical areas and, prior to 1954, were 
administered by various agencies. By reason thereof, different bases of obligat- 
ing funds and methods of administration have been employed by the agencies 
responsible for carrying out these activities. 

Our study covered the obligating bases and practices of FOA with respect 
to all activities assigned to it, with particular emphasis on those conducted 
in the fiscal year 1954 under the authority of the Mutual Security Act of 1951, 
as amended (22 U. 8. C. 1651). Our report includes a description of the vari- 
ous mutual-security activities and the obligating bases prescribed for each. 
This description is supplemented by a review of selected obligations, being part 
of the total unliquidated obligations which FOA reported as of June 30, 1954. 
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Résumé of obligating bases 


Most of the funds appropriated for assistance activities currently assigned 
to FOA have been obligated on the basis of bilateral agreements in various 
forms between the United States and individual foreign countries. These 
agreements commit the United States in stated amounts for the financing of 
projects, the procurement of commodities or services, or similar assistance 
activities. They also call for certain undertakings by the foreign countries 
which, in addition to those required by the mutual-security legislation as 
requisites for assistance, include in most cases a measure of joint financing 
or services in connection with specific types of assistance. 

Certain basic considerations have led FOA and the predecessor agencies to 
the use of bilateral (or multilateral) agreements with foreign countries as 
the medium for carrying out assistance activities and the recognition of these 
agreements as the basis for obligating funds. 

1. The furnishing of assistance to foreign countries, whether it is in the 
form of commodities, services, or budgetary support, does not rest on unilateral 
action by the United States, but involves various actions by both the United 
States and the foreign government. In many cases, a specific request by the 
foreign country is required indicating the nature, amount, and timing of aid 
desired. In other cases, the aid program is one of joint planning, financing, and 
administration of specific projects sponsored by both the United States and 
the recipient foreign country. The foreign country may have to commit sub- 
stantial amounts of its own funds, or may have to enter into contractual nego- 
tiations leading to commitments with third parties, which it would or could 
not undertake without the assurance of a firm commitment of United States 
financial assistance. 

2. Procurement action in many instances is handled by the foreign coun- 
try, with FOA providing the necessary financing. Under these circumstances, 
information regarding the placing of contracts, or otherwise the incurring of 
obligations to outsiders, is not directly available to FOA, and the latter would 
have to rely on systematic and up-to-date reports of such contract action. 
FOA and its predecessors have not found it practical to require and use such 
reports to recognize contract commitments by the other country as the basis 
of obligating United States assistance funds. 


Disadvantages of bilateral agreements 


The most significant disadvantage of the bilateral agreement as an obligating 
document is the long time interval between the recording of the obligation and 
its final liquidation. This has been evident in the wide gap between obligations 
and expenditures consistently reported by FOA and its predecessors for most 
assistance activities. In many respects, this is inherent in the nature of the 
activities. 

The implementation of assistance agreements involves decisions and actions 
which must be taken jointly or separately by the two cooperating governments, 
and agreement thereon is not always quickly reached; it requires the procure- 
ment of long lead items and of specialized equipment; it depends on the success- 
ful recruitment of technicians for service in remote countries; it involves the 
accomplishment of projects which by their very nature require periods longer 
than 1 fiscal year. Consequently, funds obligated in one year have generally 
not been expended in the same year and often have remained unliquidated for 
periods of several years. 

This situation has been aggravated by certain deficiencies in the practices 
followed by FOA and its predecessors in the planning, negotiation, and admin- 
istration of the activities represented by these agreements. A management ap- 
praisal undertaken by FOA shortly after its creation has resulted in a revised 
accounting plan which, if properly followed, should bring about significant im- 
provements in these areas. 

SUMMARY OF FINDINGS 


Validity of recorded obligations 

In considering whether the aforestated bilateral agreements constitute valid 
obligations it is necessary to recognize the unique character of the mutual secur- 
ity activities and the broad powers conferred upon the agency in the legislation 
for executing such agreements, which in a sense evidences the acknowledgment 
by the Congress of the unique character of the activities. Accordingly, the 
validity of these agreements as obligating documents does not rest primarily 
on the criteria applicable to the conventional transactions of Federal agencies. 
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They represent grants or loans by the United States to friendly countries for 
which the benefits to the United States are somewhat intangible, being essen- 
tially in the attainment of the objectives of United States security interests as 
expressed in the mutual security legislation. Such agreements by reason of 
their purposes would not likely be the subject of legal action for enforcement 
or damages in the event of default or cancellation by either government. 

Another factor is that the mutual security activities, and hence the bilateral 
agreements which are the implementation of such activities, are authorized and 
carried out as an integral segment of the foreign policy of the United States 
and therefore directly concern the political relations of the United States with 
recipient countries. The negotiations of these agreements as to timing, speci- 
ficity, administrative mechanism, financing, and in some cases the amounts are 
sometimes heavily weighted by considerations of foreign policy which are not 
always consistent with sound program planning and execution. 

Because of the unique character of mutual security activities as described 
above, the requirements of section 1311 (a) were considered in broader terms 
than would generally apply to United States Government activities. Based upon 
the examination of selected agreements for each type of activity discussed here- 
after in this report, we believe that the bilateral agreements used as the basis 
for obligating funds conform to the requirements of section 1311 (a) (1) for 
crant aid and (a) (2) for aid on loan terms, except for the agreements enumer- 
ated below and other agreements of identical character. 

1. Cooperative program agreement with Egypt for community development 
dated March 19, 1953, which called for FOA contributions totaling $10 million. 
Only $3 million had been earmarked for specific projects at June 30, 1954. 

2. The Jordan-United States economic assistance agreement dated June 17, 
1954, providing for a FOA contribution of $8 million to finance a cooperative 
special economic assistance program. Specific project agreements had been 
executed at June 30, 1954, only to the extent of approximately $4 million. 

3. Operational agreement No. 4 with Pakistan, dated May 17, 1952, in which 
the United States committed $700,000 for training activities “in fields related to 
economie development.” Training authorizations for selected trainees had been 
issued at June 30, 1954, only to the extent of about $600,000. 

These types of agreements are for grant-aid programs in stated broad fields of 
activity and generally stipulate the amounts of contributions to be made by the 
two cooperating countries. They do not specify the individual projects which 
are to be jointly undertaken and financed. By reason of this lack of specificity, 
these types of agreements do not qualify under subsection 1311 (a) (1), and may 
be considered as valid only within the provisions of subsection (a) (5). 

We have been apprehensive regarding the applicability of subsection (a) (5) 
to obligations for mutual security activities, because substantially all such activ- 
ities except loans represent grants, and thus the effect of subsection (a) (5) 
would be to broaden the bases of obligation for mutual security activities beyond 
that heretofore and currently used by FOA and its predecessors. While we do 
not believe that section 1311 (a) was intended to enlarge the range of obligating 
bases, the language of the section, together with the broad authority stated in 
the mutual security legislation and the frequent references in this legislation to 
these activities as grants, permits a conclusion that subsection (a) (5) is 
applicable to these types of agreements. 
Deficiencies in administrative practices 


Implicit in such broad authority for obligating funds is a heavy responsibility 
for a high degree of management prudence and control to assure that funds are 
obligated only under conditions which most closely proximate their ultization and 
which measure as accurately as possible the current amount required. It is in 
these areas that significant deficiencies have existed specifically for the major 
activities, such as defense support and economic assistance, technical assistance, 
and special economic assistance (now designated as development assistance ). 
These deficiencies are summarized below and discussed further in the succeeding 
sections of this report. 

1. Lack of careful advance planning, failure to consider realistically the 
available resources and capabilities of both the United States and the recipient 
country, the preponderance of political over economie and financial considera- 
tions ; any or all of these factors have led to (a) programing beyond the capacity 
of FOA to get underway in the fiscal year for which the programs were planned 
and the funds appropriated and (b) the execution of assistance agreements 
before they had been sufficiently firmed up and were ready for timely action. 
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2. The desire to assure continued availability of funds in the next succeeding 
year appears to have been a strong factor for obligating United States commit- 
ments which under an orderly programing process should have been further 
definéd and firmed up. Substantial amounts of funds were obligated during the 
last month of fiseal year 1954, sometimes in the last few days of June, although 
the assistance project or transaction to be financed was not ready for reasonably 
prompt implementation. 
In addition, certain types of assistance were obligated under a form of bilateral 
agreement other than that which the agency had prescribed or generally used for 
such types of assistance. These agreements were executed in the last month of 
the fiscal year and enabled the obligation to be recorded earlier than if the pre- 
scribed form of agreement had been used. These circumstances lead to the 
strong presumption that the timing of the agreements was motivated primarily 
| by the intention to preserve the availability of the funds involved. 

These actions were inconsistent with the prescribed practices of the agencies | 
and contrary to sound standards of financial management. 

The limitation of 25 percent contained in section 108 of the Mutual Security 
Appropriation Act, 1955 (68 Stat. 1224), on the amount which may be obligated 
in the last 2 months of the fiscal year should help to minimize imprudent obli- 
gating. However, the 25 percent limitation is large enough to permit precipitous 
obligating on a significant scale; in addition there is the danger that April could 
become the substitute for June as the month of premature obligating. 

3. Substantially all obligations are stated in estimated amounts since the 
nature of assistance activities in most cases does not permit the determination of 
precise costs at the time that agreements are signed. Because of this situation it 
is incumbent upon the agency to review the individual activities periodi¢ally in 
order that these estimates may be adjusted in the light of current information 
about the scope, progress, and needs of the particular activity. Such review has 
not been made in spite of the fact that obligations originally recorded in and 
prior to 1952 are still open. As a consequence, substantial amounts of unliqui- 
dated obligations have been permitted to remain outstanding, although such 
funds, in whole or in part, were no longer needed for the purposes for which 
they had been originally obligated. 

To the extent that programs were being carried out by other Federal agencies 


upon whom FOA was dependent for information about the status of such pro- | 
grams, the determination of funds no longer needed was hampered by the failure 
of these agencies to furnish timely reports and the laxity of FOA and its prede- } 


cessors in not following up for receipt of such reports. 

4. FOA has not been able to furnish a strong and timely coordination between 
(he recipient country, the FOA overseas missions, the Washington office, and 
the technical agencies, without which a smooth and timely implementation of 
assistance activities on a worldwide basis is not possible. This has been mani- 
fested in various elements of program administration. Illustrative are the diffi- 
eulties encountered with other Federal agencies concerning the recruitment of 
technicians, spheres of responsibility, and operational and fiscal reporting; the 
lack of adequate exchange of information about program plans, actions, etc., 
between the recipient government and the field missions, and the failure of the 
recipient governments to furnish timely reports on fiscal and other aspects of 
projects as called for in bilateral agreements; and the absence of sufficient data 
regarding program operations to enable the Washington office to exercise the 
measure of supervisory direction with which it is charged as a headquarters 
organization. 

5. Bilateral agreements were used as the bases for obligating funds for such 
collateral activities as backstopping services of other Federal agencies, the em- 
pioyment of technicians by the United States Government, and technical services 
io be contracted by FOA with universities and other nongovernmental entities. 
The unliguidated obligations at June 30, 1054, included balances remaining from 
obligations recorded for these types of activities based on bilateral agreements. 

In the case of support costs of other Federal agencies, there would ordinarily 
he no administrative justification for obligating costs for the estimated period 
of the activity beyond the current fiscal year. As to the other types of activities, 
it seems more realistic to consider the commitment by the United States as being 
necessarily conditioned upon the ability of FOA to obtain the technicians required 
cr to execute the contemplated contracts, and that therefore no obligation should 
be recorded until these actions have been accomplished. We believe that accord- 
iug to sound administrative practice these three types of activities and others 
of similar character normally should have been obligated more nearly in line 
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with the criteria set forth in Budget-Treasury Regulation No. 1, such as award 
of contract, issuance of purchase order, execution of personnel action, and such 
other bases as are generally used by other Federal agencies. These are sub- 
stantially the bases required under the revised accounting plan developed by 
FOA and effective beginning with the fiscal year 1955. 

6. The conditions described above, together with the lack of a system of re- 
porting subobligations, particularly for project-type activities, have lessened the 
reliability of the agency’s budget presentations to the Congress and other 
reports as an accurate and comprehensive yardstick of progress in the utilization 
of current appropriations, and of the reasonableness of proposed activities. 

The above deficiencies have been brought to the attention of FOA and its 
predecessors through reports and discussions in the course of our audit of 
mutual security activities. FOA has taken several encouraging steps to develop 
stronger fiscal procedures which, if carried through, should correct some of the 
deficiencies in obligating practices mentioned above. 


Remedial action by FOA 


When in August 1953, FOA took over the various mutual security activities 
then carried on by the Mutual Security Agency (MSA), the Technical Coopera- 
tion Administration (TCA), and the Institute of Inter-American Affairs (IIAA), 
it also adopted the basic methods of administration as they had been developed 
by the predecessor agencies. Consequently, those deficiencies existing at that 
time were inherited by FOA from its predecessors. Following its creation, FOA 
took steps to integrate and standardize administrative and fiscal procedures. 
In close cooperation with representatives of the General Accounting Office the 
agency set up a task force to develop and recommend uniform procedures, par- 
ticularly uniform bases of obligating funds. At the same time, however, the 
agency had to recognize that the variety of assistance activities assigned to it— 
several of them first-time programs in 1954—and the divergent political and eco- 
nomic conditions in the countries where these programs are conducted, sub- 
stantially limit the attainment of uniform administrative and financial methods. 

The efforts of the task force to date have resulted in a revised integrated ac- 
counting plan effective in fiscal year 1955 for one important segment of mutual 
security activities known as project-type assistance which represents the furnish- 
ing of technical know-how, the training of foreign nationals in technical fields 
and the financing of materials, equipment, and outside technical services for 
specific projects, such as construction of dams, irrigation of farmland, malaria 
control, and roadbuilding. Beyond this particular type of aid, however, the plan 
has also helped to clarify existing criteria for obligating funds for other mutual 
security activities. 

Fiscal reports from the field have been revised to include the status of so- 
called subobligations, i. e., the reporting of implementation action which in the 
ease of local procurement is represented by the execution of contraets or the 
issue of purchase orders ; in the case of procurement action taken by FOA/Wasb- 
ington, it is the authorization for the negotiation of contracts within a reason- 
able period of time. This information will help to bridge the wide gap between 
amounts obligated under project or program agreements and the amounts ex- 
pended thereunder, and to better evaluate the status and progress of the under- 
lying activities. 


RECOMMENDATION TO THE CONGRESS 


We believe that certain of the deficiencies cited heretofore stem at least partly 
from the fact that the pattern of activities authorized by legislation is not suffi- 
ciently correlated with the character of the activities assigned to FOA. Current 
and previous legislation have authorized and appropriated funds for designated 
types of activities, with broad authority given to the President to transfer funds 
between appropriations and to use funds for purposes which he may determine 
to be in the security interests of the United States and in furtherance of the 
declared objectives of the Mutual Security Act. Over the past several years 
the number of special purposes for which funds have been used pursuant to 
Presidential determination have progressively expanded. Since funds for these 
special purposes have not been specifically provided for in the legislation, or if 
provided were not deemed sufficient to meet current needs, it has been necessary 
to draw upon funds appropriated for designated types of activities. 

The following list is illustrative of the special purposes and the amounts 
thereof, for which funds were so drawn by direction of the President, in the 
fiscal year 1954 and the 6 months ended December 31, 1954. 
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Amount (in millions) 








Purpose 
1954 6 months 
| 1955 
s 

Loan to European Coal and Steel Community. _______..._....-..-_--_-- 0000 ise. wu. aa 
Emergency assistance to Iran_._....__..._.....---.----2.---- sa laateh tu ca sikh PAO Leiddictnss . 
Nn cediuamciten beg ist Be. been 
Emergency food for Rae: Pe BEE = 9.0 Socios 


Special economic assistance for Lebanon... epee eh? 2G. fis G aires Othe acs sane 33) 


Inland and ocean freight on voluntary relief shipments____------__- addin OMe eRaimpe tenn 
Cee ee ee eee ne bina maepantmoraeashe MAE Reneeraencioun aa stow 
Additional assistance for: 
Near East.._......-- meds Ls Lt Toethis rel Ae. ee Pu dckam cha smax $0) 
NI Rieter Ao, fod pack. ho irre 9 iets whi « athceiehan omectin SRT SE 36 
I ee ne ek eee ee ee ees ee eee 36 
eI i iin caw eaciibede ee She se oR E es bee oa eatnetee A dlahtUswedabe 2 
Coal procurement program_-_._.......-.- dickn teeth tka Sb anata tee er ucswgselaiiciions 20 
SNE DT TN en ea nnsbulcneamcenbenecanee oo 8 
a lee ee kRer State oe ee 158. 4 152 





In addition, there is reason to believe that a portion of the $345 million allotted 
to the Indochina direct forces support program from military assistance funds 
was not originally contemplated for that program. 

This situation has served to immobilize substantial amounts by reason of the 
necessity for holding funds in reserve to meet unanticipated purposes which may 
eventuate. As a consequence, such funds are effectively not available until the 
latter part of the year for the assistance activities for which they were specifi- 

cally appropriated. The uncertainty of the time and amount in which these 
ie 's may ultimately be available for designated assistance activities exerts a 
significant influence on each phase of these activities to the detriment of an 
orderly and expeditious utilization of funds. Thus these funds, when made 
available, are allocated late in the year to the recipient countries, resulting often 
in undesirable haste to finalize en for individual programs in order to 
obligate the funds before the close of the year. This condition also hampers the 
advance planning of programs and the degree to which they can be firmed up with ° 
recipient countries subject to the level of funds appropriated. This in turn 
makes more difficult the presentation of a more specific and comprehensive pro- 
gram in the budget request. 

We believe that these deficiencies can be alleviated by realining the legislative 
structure to conform to the present pattern of mutual security activities. This 
can be done by recognizing the two broad categories which characterize these 
activities from the standpoint of the utilization of funds—(1) plannable activities 
comprising the regular forms of defense support, economic, technical, and devel- 
opment assistance authorized in previous and current legislation and (2) unfore- 
seeable activities, programs, or events as may be determined by the President 
and for which funds have heretofore been drawn from appropriations for the 
activities in category (1). This recognition would take the form of legislative 
authorization and appropriation for designated activities as heretofore made 
and separate authorization and appropriation of a contingency fund for use by 
the President under the same authority and requirement for notification to con- 
gressional committees as contained in existing legislation, for such purposes as 
he determines to be necessary to the security of the United States and in 
furtherance of the objectives of the Mutual Security Act. 

Revision of the Mutual Security Act along the lines proposed above would 
lessen and possibly obviate the need for the transfer authority contained in 
section 501 of the act, and broad authority for the use of funds permitted by 
other provisions thereof, and should enable more specific delineation of the 
plannable activities for which funds are authorized. In our opinion this will 
make for a clearer understanding of the existing statute and conduce to a more 
efficient administration of the mutual security program through more orderly 
planning, programing, and obligation of funds. Moreover, the Congress may 
expect to receive a more specific and comprehensive budget presentation and 
thus be able to evaluate more intelligently the performance of the agency and 
the reasonableness of activities proposed for the coming year. 

It is submitted that the authorization of a separate contingency fund to the 
President would not substantially expand the broad authority contained in 
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present legislation, but on the contrary would so segregate this authority as. to 
facilitate identification of its use. 

Accordingly, we recommend that the Congress consider revision of the 
Mutual Security Act in the manner described above. 


RECOMMENDATIONS TO THE AGENCY 


In the light of deficiencies in administrative practices as disclosed by our 
examination, we believe it is imperative for FOA to establish clearly defined 
criteria and develop effective enforcement procedures in the following areas: 

1. The assistance project or undertaking should be developed in sufficient 
detail as to plans for its execution so that upon signing the agreement the 
project or undertaking can be started promptly. 

2. Adequate administrative control should be maintained by FOA to assure 
expeditious implementation of the project and coordination of procurement and 
all other actions as they are required by all parties under the terms of the 
agreement. This includes up-to-date information in the records of FOA on 
significant fiscal data including subobligations and expenditures. 

3. Effective control should be continually exercised by FOA over the pro- 
gressive utilization of obligated funds so that obligations may be promptly 
adjusted to current estimated needs, and unliquidated amounts no longer re- 
quired may be freed and transferred to unobligated status. 

Although we are generally satisfied that FOA recognizes the need for immedi- 
ate remedial action and has taken several encouraging steps in this direction, 
we believe that only by a continued, concentrated effort can the agency be 
successful in reestablishing the necessary administrative and accounting control 
over funds previously obligated. Furthermore, it will require consistent and 
conscientious compliance with the agency’s own ground rules, particularly as 
laid down in the revised accounting plan, to assure that agreements obligating 
funds are executed only after the preparatory negotiations leading to the prompt 
utilization of the funds have been solidly firmed up. FOA still faces the task of 
strengthening and enforcing those procedures which will provide for a more 
systematic and timely review of existing obligations. Adequate manpower 
should be made available and their duties properly defined so that prompt action 
is taken in all cases where unliquidated balunces exceed actual financial require- 
ments. In this connection FOA has informed us that the establishment of an 
obligation review task force to provide for a more systematic and timely review 
of existing obligations has recently been approved. 

We believe that the Congress can give much impetus to better control and 
administration of obligated funds by requiring a more comprehensive presenta- 
tion of the agency’s fiscal activities in the budget request. Such information 
would include an enumeration of major projects, subobligations thereon, esti- 
mated cost, particulars as to outside contracting and physical status of projects, 
aging of outstanding procurement authorizations and details as to the expendi- 
tures, status, ete., of agreements for direct forces support programs. Such in- 
formation would also furnish the Congress with a firmer basis for an intelligent 
evaluation of the agency’s past performance and proposed programs. 


Mr. Reppan. I would also like to put into the record a copy of the 
memorandum prepared by the General Accounting Office on the 1955 
budget presentation of ICA (then Foreign Operations Administra- 


tion), together with accompanying letters of transmittal and acknowl- 
edgment. 


Mr. Harpy. Without objection, they may be included in the record. 
(The documents referred to follow :) 


GENERAL ACCOUNTING OFFICE, 
DIVISION OF AUDITS, 
Washington, D. C., November 12, 1954. 
Mr. Joun E. Murpny, 
Controller, Foreign Operations Administration, 
Washington, D. CO. 

DeAR Mr. Mourpny: Early last summer we made a broad review of the mutual 
security budget presentation for the fiscal year 1955. With the preparation of 
the 1956 budget probably now at least in its preliminary stages, I thought it 
might be appropriate and useful to apprise you of some observations which 
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we made in the course of our review. They are presented in a separate 
memorandum which is attached hereto. 

With respect to item 9 in the presentation section of this memorandum, we 
have discussed with representatives of your Office on several occasions the 
desirability of preparing FOA financial statements on a current year basis in 
lieu of the present basis which for many program activities is cumulative from 
the inception of the respective programs. Possibly it is necessary to maintain 
cumulative figures on program activities but if so, it seems to me that it could 
be kept as statistical information in somewhat less detail. As I see it, the pri- 
mary needs of the management are for information the current size, progress, 
and status of programs during the current year, and it would seem that the 
financial statements should be designed to meet that need. 

The observations set out in the attached memorandum are offered for your 
consideration in the hope that they may be of assistance in your efforts to 
make the budget presentation—a complex document at best—as complete and 
understandable as possible. 

Insofar as any of the matters discussed in this memorandum are outside 
of the province of your Office, I shall appreciate it if you will refer them to 
the attention of the officials within FOA who have responsibility for them. 

We are considering the desirability of sending a copy of the attached memoran- 
dum to the Bureau of the Budget for its consideration in the examination of 
the budget presentation for 1956. In such case we would naturally point out 
to the Bureau that FOA has not indicated its reaction to the suggestions dis- 
cussed in the memorandum. 

Needless to say, we shall be pleased to discuss any of these points further 
with you or other representatives of FOA who may be concerned. 

Very truly yours, 
GrorGcE H. STAPLES, 
Assistant Director of Audits. 





ForREIGN OPERATIONS ADMINISTRATION MEMORANDUM ON EXAMINATION OF 1955 
BUDGET PRESENTATION 


SIZE AND SCOPE OF PROPOSED PROGRAMS 


We have in several reports and informal discussions on various segments of 
FOA activities called attention to the considerable lag in many countries in 
carrying out the annual programs, especially those for development, investment, 
or technical assistance. We have expressed the belief that this lag derives prin- 
cipally from overoptimistic program planning which has led to annual programs 
beyond the capacity of the agency to get underway within the fiscal year for 
which the funds were appropriated. 

This belief was borne out by the relatively low level of obligations during the 
first three quarters of 1954 which we noted in our review. FOA was able to 
execute bilateral agreements which made possible the obligation of substantially 
all available funds before the end of the fiscal year. The only real effect of this, 
however, was to tie up 1954 funds for programs most of which could not be 
initiated even as to preliminary steps until the following fiscal year. The House 
Appropriations Committee took cognizance of this in its critical comments on the 
last minute rush to sign agreements and authorizations in order to commit sub- 
stantially all 1954 funds so that they could be reported as obligated, although 
there was no reasonable possibility that any action toward implementing them 
could be taken within the fiscal year. 

Further evidence of overoptimistic planning was indicated in a comparison of 
the records on proposed and actual recruitment of overseas personnel. The 
budget for 1955 proposed a total of 4,392 overseas positions, technical and ad- 
ministrative, in spite of the fact that at March 31, 1954, only 3,118 of an author- 
ized total of 3,751 were actually filled. In the light of past experience of FOA 
and its predecessor agencies in recruitment for overseas duty—particularly of 
technical personnel, which represented about 80 percent of the total—it seemed 
unrealistic to program for almost 1,300 additional positions as well as maintain- 
ing the present staff in the field. 

This situation may be pointed up more specifically by taking as an example 
the 1954 program in Latin America which called for 936 technicians and con- 
tract personnel. At March 31, 1954, there were 549 persons actually on board, or 
about 60 percent of those authorized. The 1955 program proposed a strength 
of 875. Considering the record in Latin Ameriea, an area which compares 
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favorably in working and living conditions with other parts of the world, it 
seems doubtful whether the 1955 goals for personnel procurement can reasonably 
be met in this and other areas of FOA operations. 

The training program proposed for 1955 seemed equally overly ambitious in 
the-face of past experience. Of 4,597 trainees authorized for 1954 in all areas, 
only 3,115 had been processed at March 31, 1954, and even this included an un- 
known number authorized from the 1953 appropriation. Again taking Latin 
America as a better than representative area, the record shows that 40 percent 
of the total funds obligated for the entire fiscal year 1954 were obligated in June. 

Again in the light of this experience, the proposed program of 4,418 for 1955 
hardly seems attainable. 

The point of these references is to suggest that in developing the programs 
to be proposed for 1956, greater weight should be given to past experience in 
respect of the time required to negotiate country agreements and implementing 
outside contracting, personnel recruitment, and other actions in order that the 
scope of the programs proposed may be more nearly in line with what FOA may 
reasonably expect to get fairly well started (something beyond the execution 
of country agreements) in that fiscal year. 


FORM OF PRESENTATION 


While in general the form of presentation of the 1955 budget document was a 
considerable improvement over that of prior years, there were certain areas in 
which it did not furnish significant information or did not furnish it as fully 
or as clearly as we believe is necessary or desirable for an intelligent under- 
standing and evaluation of what was done and what is proposed to be done. 

1. Proposed programs for project type aid should be reasonably set out in the 
budget to show for each country the major projects to be undertaken within 
euch field of activity, supported by such data as the estimated total cost, past 
performance if any, requirements for personnel and materials, and such other 
pertinent information as will give a more comprehensive picture of the purposes 
for which the requested funds are to be used, and enable a more intelligent 
evaluation of the proposed programs. In order to avoid excessive detail it is 
contemplated that the above information would be shown for individual projects 
in which the estimated cost is above a certain minimum. 

2. Deobligations of funds obligated in prior years were not brought out in the 
budget. Since such deobligations add to available funds during the current 
fiscal year, we believe that deobligations of significant amounts resulting from 
revisions in prior years’ programs should be disclosed with such description as 
may be appropriate, and included in the amount shown as available funds for 
the year. 

3. Available funds should be reconciled with the amounts appropriated for the 
current year for each appropriation, in order that the application of funds may 
be readily traced and accounted for. For example, the appropriation for mutual 
defense financing showed available funds of $364.6 million whereas the total 
appropriation for 1954 was $335.7 million, the difference representing the net of 
transfers to and from other mutual security appropriation accounts, 

4. The budget document did not make a full and clear presentation of trans- 
fers between appropriation accounts which would permit a ready understanding 
of what transfers were made and the appropriation accounts affected. 

5. The excess of $7.5 million obligated under the agreement with the Maritime 
Administration was not specifically set out or otherwise explained. Actually this 
was an unobligated balance and should properly have been shown as such, but 
if there was reason for including it in obligated funds it should have been 
specifically explained. Items of a similar nature should be fully and clearly 
described for what they are. 

6. The budget document should show the total of subobligations, i. e., the 

portion of the prime obligations contracted with third parties—for major projects 
conducted under project agreements. Such information furnishes the real 
measuring stick for evaluating program action and progress. 
7. Again for a better understanding of the reasonableness of program requests 
and of the budget document as a whole, we believe that proposed programs 
should be presented in such schedule arrangement that they can be readily 
compared with the amounts obligated and expended during the current fiscal 
year on the same types of programs, rather than presented in separate sectiens 
of the budget request. 

8. There did not appear to be adequate coordination between the Accounts 
Division and the Budget Division in preparing the revised budget document for 
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fiscal 1955. This was evidenced by the fact that the Accounts Division was not 
sufficiently informed as to the source of certain data in the budget, and therefore 
not well prepared to furnish the Controller accurate financial data requested 
during the hearings before the congressional committees. These Divisions must 
necessarily work closely together to insure complete and accurate information 
and support therefor, not only in the budget document but in response to requests 
growing out of the hearings. 

9. As long as FOA continues to present its regular financial statements largely 
on a cumulative basis which do not clearly show the financial progress of the 
current year programs and the status of the current year appropriation accounts, 
the Controller’s Office should prepare special statements containing this data for 
the knowledge of congressional committees, as well as for an intelligent under- 
standing by the top management of the agency. These statements should be 
keyed to the annual budget document and support the latter in an easily 
understandable manner. 


FOREIGN OPERATIONS ADMINISTRATION, 
Washington, D. C., December 10, 1954. 





Mr. GrorcE M. STAPLES, 
Assistant Director of Audits, General Accounting Office, 
Washington, D.C. 

Dear Mr. Staples: I appreciate your thoughtful letter of November 12, 1954, 
with a statement attached thereto titled “Memorandum on Examination of 1955 
Budget Presentation.” 

Each congressional presentation seems to present a different set of problems 
and unusual situations which we have tried to handle in what we consider the 
best possible manner at the particular time. No doubt the oncoming presentation 
to Congress will precipitate new and unusual conditions and I wish to assure 
you that we will review your suggestions carefully and where appropriate utilize 
them with the view to reflecting more accurately and comprehensvely the 1956 
program presented to the various congressional committees. 

Sincerely yours, 
J. BE. Murpny, Controller. 


Mr. Reppan. We might also, if we may, include in the record at this 
point the GAO memorandum concerning the 1957 budget presenta- 
tion, with letter of transmittal to ICA and ICA’s reply to GAO. 

Mr. Harpy. Without objection, that will be included. 

(The documents referred to follow :) 


| 
| 


COMPTROLLER GENERAL OF THE UNITED STATES, 


Washington, D. C., January 9, 1957. 
Mr. Joun B. HOLLISTER, 


Director, International Cooperation Administration. 


Dear Mr. Hoiuister: Herewith for your information and appropriate con- 
sideration are three copies of a memorandum by our audit staff on its review 
of the program presentation by the International Cooperation Administration 
to the congressional committees for the fiscal year 1957. 

The suggestions offered in the attached memorandum are aimed toward facili- 
tating a better understanding and evaluation of the presentation by the con- 
gressional committees. We hope that they will be helpful in the continuing 
efforts of ICA to improve the form and content of its annual presentation. 

Representatives of our office will be pleased to discuss the contents of this 
memorandum in further detail with you or members of your staff. 

A copy of this memorandum is being transmitted to the Bureau of the Budget 


for its information and use in connection with future annual program presenta- 
tions. 


Sincerely yours, 


JOSEPH CAMPBELL, 
Comptroller General of the United States. 
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REVIEW OF PRESENTATION OF NONMILITARY MUTUAL SECURITY PROGRAM FOR FISCAL 
YEAR 1957, INTERNATIONAL COOPERATION ADMINISTRATION 


INTRODUCTION 


Recently we made a general review of the nonmilitary mutual-security pro- 
gram for fiscal year 1957 presented by the International Cooperation Adminis- 
tration (ICA) to the congressional committees as the basis for the authoriza- 
tion of funds for that year. The primary purpose of our review was to appraise 
the clarity and completeness of the presentation in terms of facilitating ar in- 
telligent understanding of the program data and a considered judgment as to 
the reasonableness of the proposed program. 

The program presentations to the congressional committees have undergone 
significant changes in form and content over the past several years. The 
agency has devoted continuing effort to streamlining the presentation so that 
it would provide all significant information in readily understandable yet con- 
cise form. This has been difficult principally because of basic changes from 
year to year in the character and objectives of various programs, the complex- 
ity inherent in the nature of the mutual security program, and its sheer miagni- 
tude and expansiveness. 

We were pleased to note that certain suggestions which we previously made 
have been partiailly or entirely adopted. However, our review of the 1957 pres- 
entation indicated the need for further improvement in areas that are important 
for an intelligent understanding of the program data and a sound evaluation 
of the proposed program. This observation is borne out in the report of the 
House Appropriations Committee dated July 6, 1956, which stated in pertinent 
part: 

“Committee deliberations are made more difficult, too, by the lack of informa- 
tion as to past accomplishments and the vagueness of data on projected pro- 
grams. It appears that frequently programs are formulated with little or no 
consideration of the needs of the country or countries concerned.” 

The particular points we have in mind are summarized herein under the 
following general categories: 

Possible overprograming for project type aid. 

More comprehensive presentation of proposed programs. 

The points discussed under these categories are intended for consideratien by 
the agency in formulating its program presentation for fiscal year 1958 and 
subsequent years and if adopted, we believe they will contribute to a fuller 
understanding and a sounder evaluation of proposed programs by congressional 
committees. 

PROGRAM FORMULATION AND REVIEW 


The development of the annual program presentation entails the compilation 
by the agency of voluminous data and the combined efforts of various echelons 
within nearly all the organizational units of the agency. At each successive 
stage of the development process, programs are further refined culminating in a 
determination of the level of aid and the related programs to be proposed to the 
Bureau of the Budget and the congressional committees for the coming fiscal 
year. 

We understand that the programing cycle for the 1957 budget commenced as 
early as May 1955 with the development of preliminary estimates which: were 
used as the bases for estimating program targets by the Bureau of the Budget. 
The program as finally determined was submitted to the congressional commit- 
tees in March 1956. 

In the interim period numerous prograin changes were made in the country 
levels of aid and in the various components within a country program. Cer- 
tain changes are known to have been due to foreign-policy or economic consid- 
erations, while others were made in the regular course of program refinement. 
The agency does not follow a systematic procedure for recording program 
changes; in many instances, the reason for the change is either not made a 
matter of record or is untraceable due to the many layers of personnel respon- 
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sible for the development and coordination of country programs. Similarly, 
no one office within the agency is responsible for maintaining all the data per- 
taining to programs or projects proposed for a particular country. For exam- 
ple, while certain program or budget data is retained at the country desks, 
other pertinent data is maintained at regional program offices, central files, 
or other intra- or inter-agency offices concerned. 

Accordingly, we were unable to ascertain the reasons underlying most pro- 
gram changes and consequently could not make any reasonable determination 


of the bases on which individual country programs or their components were 
developed. 


POSSIBLE OVERPROGRAMING FOR PROJECT-TYPE AID 


We note that for certain projects in countries which we selected for exami- 
nation fairly substantial amounts were programed for 1957, although large 
amounts were unexpended and unsubobligated at March 31, 1956—the latest 
date on which financial data was then available. This situation would indicate 
that considerable implementation lay ahead for the funds already obligated and 
raises doubt that the additional amounts programed for 1957 were needed in that 
year to insure continued activity on these projects or could be effectively used 
in 1957. Some illustrative cases are cited: 
1. ————: * On ——" multipurpose project $7,357,000 was programed for 
1957 from “Defense support” funds. This is a continuing project for which 
$12.3 million had been obligated at March 31, 1956, from funds appropriated 
annually back to 1954 and prior. At that date only $300,000 had been 
expended and $2.8 million were unsubobligated. 
2. Pakistan: On project No. 91-66-—009 for intercollege exchange a total 
of $1,203,000 was programed for 1957 from ‘Technical cooperation” funds. 
This is a continuing project, having been initiated prior to 1955. Total 
obligations at March 31, 1956, amounted to $5.2 million. However, ex- 
penditures to that date were only $900,000, and $2 million were unsub- 
obligated. 
3, ———— : * ————" Improvement and expansion of aviation-ground facili- 
ties. Programed for 1957, $918,000 from “Defense support” funds. This 
project was initiated in 1955 and total obligations to March 31, 1956, 
aggregated $3.3 million. There had been no expenditures and $1.7 mil- 
lion were unsubobligated. 
4. India: Project No. 86—15—-031, Grain storage: Programed for 1957, $3 
nillion from “Development assistance” funds. This is a continuing project; 
we were informed that an indeterminate amount of 1956 funds was to be | 
programed in 1956 for this project. At March 31, 1956, none of the 1956 | 
funds had been alotted. This project had been financed from 1952-54 
“Technical cooperation” funds and total obligations to March 31, 1956, 
amounted to $1.6 million ; expenditures aggregated $400,000. 
5. India: Project 86—-25—-020, River Valley Development: Programed for 
1957, $3 million. This is a continuing preject initiated with 1954 ‘“Develop- 
ment assistance” funds. Total obligations to March 31, 1956, were $7.1 
million, of which $1.2 million had been expended and $700,000 was still 
unsubobligated. 
If these and other projects in a similar status which we observed in our 
review were representative of the general status of project-type aid there would 
seem to be grounds for suggesting that future program estimates be screened 
more critically with the objective of ascertaining whether the mission and the 
participating country will be capable, within the budget year, of doing some- 
thing more than execute agreements for the additional funds being programed, 
in addition to carrying through the activity for which funds are already obli- 
gated but still unexpended or even unsubobligated. Programing beyond the 
proximate need for and capacity to effectively use further funds has been preva- 
lent in the past as indicated in our reports on individual country programs. 
These reports pointed to projects wherein the pace of implementation lagged 
considerably behind the funds being programed and obligated. 
It does not seem to be consistent with the intent of the Congress, nor with 
the concern of the agency for prudent management, to stockpile obligations for 
indefinite future use. Therefore, every reasonable effort should be made to 
avoid accumulating obligations which by reason of existing unfulfilled commit- 
ments are not likely to be implemented for a long time. 





* Classified information deleted. 
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MORE COMPREHENSIVE PRESENTATION OF PROPOSED PROGRAMS 


One of the most important and yet most difficult tasks of the congressional 
committees is to evaluate the reasonableness of the proposed programs in terms 
of their economic value and capability of timely performance. To do this in a 
reasonably intelligent manner the committees should have before them adequate 
data from which considered judgments can be made as to the individual seg- 
ments of the respective programs. We have in the past strongly urged the 
agency to furnish supporting data in such detail and clarity as will describe 
fully its past performance, the nature of its proposed activities, and the justifi- 
cation of its estimates. 

Project-type aid 

A commendable step in the above-mentioned direction was taken by the agency 
in the 1957 presentation through the inclusion of listings of individual projects 
for which funds were requested for 1957. These listings consisted generally of a 
description of the project, whether it was a continuing or new project, and the 
amount of dollars and local currency costs proposed for 1957. We do not believe 
that this information is sufficiently complete to permit a competent appraisal 
of past performances and needs for the budget year. It is suggested that the 
listings of individual projects should be limited to major open projects, but 
should include those for which funds are not being requested for the budget year. 
The listings should also contain the following information in addition to that 
shown in the 1957 listings: 

1. The year in which project was initiated. 

2. Cumulative obligations, subobligations, and expenditures. 

3. Recipient country monetary share to date. 

4. Estimated additional cost to completion as to United States and recipi- 
ent country participation. 

5. Significant features, problems, conditions, or other aspects of the project 
that bear on its initiation or implementation. 

We understand that ICA is devising procedures by which program data 
developed in the budgetary programing process will serve as the basis for approv- 
ing subsequent project implementation and that in connection therewith much of 
the additional data suggested above will be accumulated. Thus it should not 
require substantial further effort to incorporate it in the program presentation. 

It is pertinent to note that based on a recent survey within ICA, it was re- 
ported to the Director that 75 percent or more of the projects presently being 
financed are in some respects continuing in nature, and to complete will require 
financing in one or more future years. This condition emphasizes the need for 
information as to past performance and future requirements as a yardstick for 
appraising proposed annual programs, 

Nonproject-type aid 


This type of aid derives from various broad considerations designed to sustain 
or strengthen the general economic, military, or political stability of a country. 
Thus it is essential to an intelligent evaluation of the proposed level of aid 
thit the basis on which it was determined be clearly set out in each country 
presentation. 

The narrative sections of the 1957 presentation for nonproject type aid con- 
tained general statements of overall program accomplishments and objectives; 
however, it seemed to us that the factors on which the proposed amounts were 
based and the relative monetary weight of each factor should be more specifically 
described. For example, if nonproject assistance is based upon the balance of 
payments in a particular country, this fact should be described and presented 
in a way that will indicate how the proposed level of aid is related to programs 
proposed for the budget year. Where nonproject assistance is in fact founded 
on political or other grounds, the significant considerations in support thereof 
and the basis for the amount requested should be clearly presented. 

Distinction between project and nonproject assistance 

In the 1957 presentation, the sammary by major field of activity for each coun- 
try program distinguished between project and nonproject type assistan-:e, al- 
though not clearly for all elements. However, the summary by maior cost 
components and the summary of commodity imports made no such distinction. 


As a result, the components of each of these summaries could not be identified 
to the type of assistance to which they applied. 
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It is suggested that, in future presentations, the several summaries of financial 
data show clearly and separately the amount of each component applicable to 
project and nonproject assistance. 

Financial pipeline, nonproject assistance 

To further assist the congressional committees in respect of nonproject-type 
assistance, we suggest that data on the financial pipeline of unshipped commodi- 
ties for each recipient country, similar to that contained in the presentation 
to the Bureau of the Budget, be included in the congressional presentation. 

This should be supplemented by an aging at the most current date of unliqui- 
dated obligations by year of initial obligation and appropriate remarks as to 
the reasons for long outstanding obligations. 


Other costs 


The summaries by major activity field and by major cost components as pre- 
sented in 1957 for individual countries included programed amounts designated 
as “Other costs.” The information did not clearly describe the nature or pur- 
poses of these costs. In some countries, these amounts represented a sizable 
portion of the total country program. Several country programs are cited as 
illustrative. 

{In millions] 


























Summary by major cost Total | Other! Per- | Summary by major cost Total | Other| Per- 
components | pro- costs | cent- | components pro- costs | cent- 
gram age || gram | | age 
| eee lk ea Nea pape bill Sadat ieee bn 
‘ | | } 
Development assistance: | 
Guatemala: Egypt: 1956- $54.6 | $54.6 | 100 
eee bee ee 75 Defense support: 
EN i 12.5 | 84 | Iran: 
fe IE Ee aS OE ie 3. 60 || POE RoHS: 65.6 | 42.8 65 
Haiti: | MBS. as ‘ 57.5 | 35.0 61 
Se | 1.6 1.3 7 Vietnam: 
DO eee eet : ee 37) @ es as 300. 2 | 127.6 42.2 
WGP EL Pie Polk stec2 J: 2n eG 10063. To: 193.0 | 42.0 21.7 
Jordan: 
td siti caiepetittin 5.0 3.6 72 
DN tehrnaiahe sas saa 5.0 3.5 70 
In —————* other costs were found to contain amounts applicable to a special 
program known as Operation ————,“ which was not identified nor otherwise 
commented upon in the presentation. This was a program for the evacuation 
and resettlement of refugees in ————.* At March 31, 1956, obligations had been 
incurred against fiscal years 1955 and 1956 defense-support funds amounting to 
$55.8 million and $37 million, respectively. ————." These amounts were about 


18.5 and 19 percent, respectively, of the total defense-support programs for 
———" for those years. 

Where other costs represent such a significant portion of a country program, 
every effort should be made to identify and describe the components thereof or to 
restrict the use of this category to minor activities. 

Local currencies 

Considerable amounts of the local currencies received through sales under 
Public Law 480 are allocated to ICA for use in the mutual-security program. 
The local-currency report of ICA at March 31, 1956, stated that an aggregate 
of over $500 million of such currencies had been programed to ICA for use in 
various country programs on the basis of executed Public Law 480 sales agree- 
ments. 

The congressional presentation for 1957 did not include any data on local 
currencies programed or expected to be programed to ICA from proceeds of the 
above-type sales. Since these currencies constitute a significant element of 
mutual-security financing, we believe that information on these currencies, 
similar to that shown for other local currencies, should be included in the 
presentation. 





® Classified information deleted. 
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Other information 


We believe that the deliberations of the congressional committees would be 
further facilitated if information of the following nature were also included in 
the program presentation for each country: 

1. The amounts requested for the current and prior year and the reasons for 
significant variations between these amounts and the amounts obligated. ‘his 
data is similar to that reported pursuant to section 513 of the Mutual Security 
Act; however, its inclusion in the program presentation would relate it directly 
to actual program operations and permit a more timely and informed review of 
past program planning and execution, and the reasonableness of proposed pro- 
grams. 

2. The additional funds which became available during the current year for 
program use by transfers, Presidential determinations, reobligations of prior 
year’s funds, and such other means as are authorized by law. 

INTERNATIONAL COOPERATION ADMINISTRATION, 
OFFICE OF THE DIRECTOR, 
Washington, D. C., February 6, 1957. 
Hon. JosepH CAMPBELL, 
Comptroller General of the United States, 
Washington, D.C. 


DEAR Mr. CAMPBELL: Thank you for your letter of January 9, enclosing your 
excellent study of the programing and congressional presentation of the non- 
military portions of the mutual security program. My staff has studied your 
recommendations in detail and is presently considering where, consonant with 
the problems in the respective areas, your suggestions can be adopted. 

I am informed by my assistant for the congressional presentation that he had 
planned to include some of your proposals in the presentation documents and 
that he is still considering others. 

Sometime in the next 2 months, I shall forward to you a detailed statement 
of action taken with respect to each of your recommendations, both as to pro- 
graming and presentation. 

Yours very sincerely, 
JoHN B. HOLLISTER. 

Mr. Harpy. While we are discussing these inclusions in the record, 
on Thursday afternoon, April 4, the first day of our hearings, there 
was a continuation of some interrogation which was not made an offi- 
cial part of the record because the members of the subcommittee had 
to leave to answer rollealls. Unless there is some objection, we will 
incorporate that in the record as of that date. 

Mr. Knox. Mr. Chairman, are there additional copies of the letter 
from GAQ, and also the one from ICA, available so that we may look 
at them ? 

Mr. Harpy. They are the second item in the briefing folder 

Mr. Reppan. Mr. Ohly, when recommendations come in to ICA 
from GAQ, what is done with them; what consideration is given to 
“a mf 

. Oury. Well, taking the staff memorandum, which is the pri- 
mary able! of this study, this memorandum was, to my knowledge, 
referred to at least three different offices in ICA having primary con- 
cern in the matter. One copy went to the Controller, Mr. Murphy; 
another copy went to myself as Deputy Director for Program and 
Planning; and a third copy went to the Assistant to the Director for 
Congressional Presentations, since most of these recommendations 
have to do with the content of the presentation that is annually made 
to Congress. In addition, I believe, but I would have to check this, 


91999—_5 7——_10 
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the document, I think, was reproduced and made available to the 
executive staff of the agency, a group consisting of about 20 people. 

Mr. Reppan. Is a decision finally made as to whether or not they 
ure valid recommendations or recommendations that you should carry 
out ? 

Mr. Oury. Well, in the normal case, in a memorandum of this kind, 
the office having primary responsibility with respect to a partic ular 
recommendation would consider it, take it into account, and apply it 
if it seemed applicable. In this case, however, as I understand it, 
Mr. Hollister, as he testified on Friday, wishes to review the recom- 
mendations and send a letter to the C Yomptroller General indicating 
the disposition that is to be made of each of these recommendations. 

Mr. Reppan. Has that been the practice in the past ? 

Mr. Outy. I am not generally familiar as to how in the past, Gen- 
eral Accounting Office reports have been handled within the agency, 
Mr. Reddan. C opies are made available to me when the matter is one 
that concerns things for which I am responsible. I couldn’t testify 
to the general distr ibution of the reports. 

Mr. Reppan. Well, these recommendations, many of them, would 
go right down to the mission level, would they not, for correction ? 

Mr. Onty. Could you give me an illustration, Mr. Reddan? 

Mr. Reppan. I mean, for instance, the statement which GAO makes 
with respect to, or the conclusions it draws with respect to, overpro- 
graming. Now, your programing starts, presumably, down at your 
mission level. Any administrative deficiencies which result in over- 
programing, at least some of them, probably exist at that mission level ; 
wouldn't that be correct 

Mr. Outy. Taking your illustration, Mr. Reddan, the actual GAO 
recommendation probably would not go down to the mission level. 

Mr. Reppan. No? 

Mr. Outy. But the problem of overprograming has been stressed 
and restressed as much as any other single thing in the instructions 
that have been going to our missions over the course of the last 2 or 3 
years. Moreover, the forms which we used this year in calling for 
the 1958 program submission were designed to bring out the kind of 
information which would enable us to judge whether or not missions 
were in fact overprograming. 

Mr. Reppan. GAO has pointed out in many reports in the past 
that this overprograming 1s due, in part at least, to an unrealistic 
evaluation of the ability of the country to absorb the aid, or the 
ability of our country to implement the program: isn’t that true? 

Mr. Onry. Well, that statement was made in the General Account- 
ing Office report, and in previous GAO reports. I think that to an 
extent, particularly in the earlier years of these programs when we 
had very little experience on which to go (both experience with re- 
spect to the capacity of countries to use our aid effectively, and 
experience as to our own ability to make the contracts, to deliver the 
materials and to provide the technicians that were needed) that those 
have sometimes been important factors in leading us to estimate that 
a larger amount was required for a project in “the succeeding year 
than actually might turn out to be the case. 

Mr. Reppan. Well now, you state that in the early stages of the 
program that condition existed. Does it still exist? 
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Mr. Ounty. I am certain you would find instances where it still 
exists, Mr. Reddan. This is something we will work on. You will 
find missions which sometimes just make bad estimates. 

Mr. Reppan. Have you established any procedures by which you 
can check on mission compliance with your instructions in this 
regard ? 

Mr. Outy. Yes, we have, Mr. Reddan. For one thing, we required 
this year, in connection with the fiscal year 1958 submission, the 
following information with respect to every project for which there 
were more than $100,000 in unliquidated obligations on June 30, 1956, 
and which was shown as requiring new funds: Information that 
refs year by year, in terms of the source of the appropriations, the 

xact. status, obligation- and expenditure-wise, of money which had 
cecoiuniaie been related to that project, at the end of 1956, and the 
end of 1957, and as we estimated that it would be at the end of fiscal 
year 1958 and fiscal year 1959. 

That type of information is the kind of information which helps 
a person to identify projects in which there might be overprograming. 

Mr. Reppan. Excuse me. Could you just tell us at this point 
where that information will appear in your 1958 presentation ? 

Mr. Outy. We would not plan to include that information in the 
presentation itself. Lt would be available for you. 

Mr. Reppan. In what form would that be available? How would 
we get that? 

Mr. Ontry. It would be in supporting material which we would 
have available when we appeared before the committee. The problem 
of including this material in the presentation book is this: To show 
this information on a country-by-country basis for all the projects 
would get us into great er 

Mr. Reppan. Excuse me, I didn’t want to cut you off. Did you have 
anything else you wanted to say right there ¢ 

Mr. Outy. ‘No; I think not, Mr. ’ Reddan. 

Mr. Reppan. Do you have any reason to believe that the mission 
offices will carry out your directives any more effectively in the fu- 
ture than they did in the past ? 

Mr. Onry. Well, I think they have been carrying them out progres- 
sively more effectively each suc ceeding year, and “that the degree to 
which there may be overprograming in our programs has been greatly 

reduced since, say, 1951. 

Mr. Reppan. The reason I ask that question, Mr. Ohly, is because 
of a statement which is contained in a letter which Mr. Hollister 
directed to the directors of United States operations missions on 
August 17, 1956, in which he says, in part: 


Sometimes in the past, the program development exercise, because of limi- 
tations of time and staff, has been treated as a statistical chore to get out 


of the way. 

That statement implies, to me, that perhaps they haven’t been 
paying as much attention to the program development as they in the 
field should have. 

Mr. Onty. Well, there are several words in that sentence I want to 
call your attention to. 

One is the word “sometimes,” and the others are “in the past,’ 
and Mr. Hollister is anxious, as he stated yesterday, and as I am, 
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and as all of you are, to make certain that these programs are de- 
veloped as a matter of substance and not as a statistical chore. 
This was his way of telling his operating people that he felt very 
strongly in this regard. 

Mr. Harpy. Well, certainly the inference in the letter, although 
he refers to “sometimes in the past,” does not assume that that prob- 
lem has been completely licked, does it ? 

Mr. Onty. I wouldn’t suggest the problem has been completely 
licked, Mr. Chairman. 

Mr. Harpy. Otherwise, he would not have put it in there at all. 

Mr. Outy. Quite right. I have said, as he said, that the problem 
will not be completely licked this year or next year. It is a problem 
which we have to work on continuously. It is a problem of educating 
personnel in techniques and procedures that will result in an increas- 
ingly good job. 

And any help you can give us, we gratefully accept. 

Mr. Reppan. At this point, Mr. Chairman, since this letter does 
express rather clearly Mr. Hollister’s summation of the guidelines 
which he sent out, I would like to include it in the record at this 

oint. 
7 Mr. Harpy. Without objection, it will be included. 
Mr. Reppan. It is Mr. Hollister’s letter of August 17, 1956. 
(The letter referred to follows :) 


OFFICE OF THE DIRECTOR, 
Washington 25, D. C., August 17, 1956. 
Memorandum for Directors of United States operations missions. 
Subject: Development of the fiscal year 1958 mutual security program. 

With this memorandum I transmit the attached guidelines for the preparation 
of the fiscal year 1958 nonmilitary mutual security programs, and request that 
you devote your personal attention to the document, and to the preparation of 
the fiscal year 1958 report and recommendations submitted by your USOM. 

This coming year will be a period of reexamination of our basic purposes, 
directions, and specific objectives. A long-term country plan is called for as 
part of the field submission to provide a framework for the fiscal year 1958 and 
subsequent annual programs. I wish particularly to call to your attention part 
ITt—-B of the attached guidance containing a series of questions which are de- 
signed to provoke and steer into useful channels the type of hard thinking in 
which we must all engage. I earnestly solicit your best personal efforts in this 
endeavor and I hope you will give hard and serious thought to answering these 
questions and developing a reasonable and useful long-term plan. 

Sometimes in the past, the program development exercise because of limita- 
tions of time and staff has been treated as a statistical chore to get out of the 
way. This year I hope you will seize upon this exercise as a challenge and 
an opportunity to measure our complex, hurried operations thoughtfully and 
deliberately against the yardstick of United States policies and objectives. 
Where you find those policies and objectives wrong, inadequate, or unclear do 
not hesitate to say so. Where you find that our programs do not measure up 
to the searching questions with which you test them, do not hesitate to recom- 
mend change. 

The earlier draft of these guidelines provided the missions has undergone 
some modification, reflecting my and other ICA/Washington staff judgment as 
well as comments from the State Department offices, although the memorandum 
has not been officially cleared by the Department. An effort has been made to 
reduce the classification of certain portions so as to permit a wider dissemi- 
nation of the document than might otherwise be possible. It should be noted, 
however, that Section IV “Programing Assumptions” contains sensitive ma- 
terial and should be handled accordingly. 


JOHN B. Honiister. 
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Mr. Reppan. I would like to direct my next question to Mr. 
Murphy. 

Mr. Murphy, can you tell us what the role of the Controller is in 
the preparation of the budget proposal, both currently and in the 
past. Has there been any change? 

Mr. Moreny. Well, yes, there has been a change, Mr. Reddan. I 
would say that the contribution of my office to the program develop- 
ment process has been increasing over the past years. When FOA 
was established in 1953, you will “recall there was a merger of several 
agencies at that time, and I found myself, having been named Con- 
troller, with the job of developing a uniform system of reporting 
and program documentation which could be applicable in all areas of 
the world. 

Likewise, it was necessary to develop a basic accounting system 
which would yield the kind of information which management must 
have if it is to do a good job. 

I therefore utilized my staff to the maximum extent initially in 
this basic work of program procedures and accounting systems and 
reporting systems to go with it. 

As time progressed and these procedures became effective and be- 
came understood by the personnel involved, I then was able to de- 
vote more and more of the time of my staff to the budgetary aspects 
of program development and review. So that in recent years, my 
participation in the formulation exercise has substantially increased. 
For the fiscal year 1958 exercise, my office took the most active role 
yet in the development of the format and the tables and the informa- 
tion which would be required in submissions for ICA Washington. 

Mr. Reppan. Could you tell us just briefly how that format differs 
from the one in 1957? 

Mr. Murreuy. Well, I think, Mr. Reddan, that our format for fiscal 
vear 1958 is by far the best that we have ever had. It differs materially 
in its completeness, in its coherence, and in its cohesiveness. 

The various tables which are required to be prepared and submitted 
may be related, one to the other, in a manner which has heretofore 
not been readily possible. It is possible quickly and clearly to discern 
from the tables the amount of the program being proposed which is 
to be devoted to project-type assistance as differentiated from non- 
project assistance. 

It enables us for the first time to relate our local currency generation 
prospects with our projected dollar expenditures and programed uti- 
lization of local currency. 

Generally speaking, I would say it is a much more coherent presen- 
tation than we have ever had before. 

Mr. Reppan. Does it call for the information that the GAO sug- 
gests on page 6 of its January 1957 memo would be well to include in 
the budget presentation ? 

Mr. Morreny. I am a little bit at a loss, Mr. Reddan, because the 
page numbers in my memorandum don’t coincide with yours. 

Mr. Reppan. Excuse me. These are the five points. 

Mr. Murreuy. Yes, I understand, on project-type aid. 

Mr. Reppan. Yes. 
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Mr. Murpny. As Mr. Ohly indicated, our 1958 call, which went 
out in August of 1956, called for consider ably more information on 
the status of projects than we had heretofore asked, which was in- 
tended to enable us to detect possible instances of overprograming. 
It does not call for exactly the information called for in the GAO 
memorandum, but it does, for all projects which had over $100,000 

of unliquidated obligations as of the close of last year, fiseal 1956, 
require them to set out in considerable detail, as Mr. Ohly outlined, 
the financial picture, both actual and prospective, with respect to those 
projects where 1958 money was requested. 

Mr. Reppan. Mr. Ohly, I think that covers all the introduction I 
need on this, and I would like to now get down to the memorandum. 

The first item is “Program formulation and review.” On Friday 
we discussed some aspects of GAO's criticism of ICA in this respect, 
but the record is not entirely clear that you had a full opportunity to 
comment on each of the items they refer to in that paragraph, so 
I would like to call each of them to your attention and get any com- 
ment that you have. 

For instance, on page 3 of the GAO 1957 memorandum, where they 
are discussing the development of, or the program changes which enter 
into the final determination of, country levels of aid, they say that, 
“The agency does not follow a systematic procedure for recording 
program changes * * *.” Is that correct? 

Mr. Outy. For recording the actual changes, I would say there 
was a reasonably sy stematic system for the actual recordation of 

major changes. I couldn’t say it covers every minor change that takes 
place. 

Mr. Reppan. Where would we find those major changes recorded # 

Mr. Ounty. I think every country desk would have a recordation 
of the major changes which occurred. 

Mr. Reppan. And the reasons why they occurred ? 

Mr. Outy. No. The reasons why major changes occurred would 
not, as I indicated in my testimony the other day, in all cases be 
reflected in some written document. For example, the desk officer 
would not know why it was that Mr. Hollister recommended a level 
of X dollars for a certain country. 

Mr. Reppan. Is there any reason why there is no written record 
made of the reasons for the change in the level of country aid? 

Mr. Outy. I don’t think it would be practical, without an undue 
amount of work, to put down those reasons every time a change is 
made; nor do I ‘believe that having that record of all such changes 
would serve a sufficiently useful purpose to justify the work that 
would be involved. 

Mr. Harpy. If we could just pursue that for a second. Of course, 
I would have to agree that there certainly would not seem to be any 
point in making an awful lot of records of comparatively minor 
changes, but where the changes are of a significant amount, I wonder 
how we can make an accurate postaudit and check the performance 
of the agency if we do not have a basis on which to determine why 
a program was changed. 

he mission submits to ICA/Washington recommendations for a 
program, and I presume they also submit their justification for their 
recommendations. Now, if. ICA/Washington makes a substantial 
increase or decrease in the program the mission has submitted. 
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It seems to me that there ought to be something on record to re- 
flect a reason for it; otherwise, there is no way in the world to de- 
termine why it was done. 

If the field has indicated that it needed a particular amount for a 
project something ought to be in ICA’s records to show why the 
change was made; would you not agree with that, Mr. Ohly ? 

Mr. Outy. Let me first establish, Mr. Hardy, whether we are talk- 
ing about changes before or after Congress appropriates money. 

Mr. Harpy. We are talking about before appropriations. 

Mr. Outy. Before appropriations. No, I don’t think it is neces- 
sary that you should have a written recordation in the file of the 
reasons why a change was made at each stage in the programing 
process as to the level of aid for a country. 

Mr. Harpy. Would you subscribe, then, to the position that there 
is not any need for any record in ICA to support the particular pro- 
gram for which funds are sought? 

Mr. Outy. That is a very different proposition, Mr. Chairman. 

Mr. Harpy. I don’t think it is a totally different proposition. 

Mr. Outy. There will be information in the agency which justifies 
and supports the recommendation as to program level which goes 
forward to Congress, but it does not follow that there needs to be 
a recordation of each administrative change made in the long process 
of constructing programs from the time one starts with a call for a 
budget in the spring of 1 year, to the time a document goes to the 
Congress in March or April of the following year. 

Mr. Harpy. Well, I do not think we are quite talking about that, 
Mr. Ohly. I think we are getting almost from the sublime to the 
ridiculous. 

I think if we confine ourselves—and maybe I am misunderstanding 
the GAO’s report—but for my purposes, I am thinking in terms of 
a particular amount which is sent up in a budget presentation. Maybe 
it isn’t itemized, but in any event, if it varies substantially from the 
program which was submitted by the field, in my judgment, there 
should be some recorded support for it. There ought to be something 
beyond a notion that is in the back of somebody’s mind that he can 
answer a question if somebody happens to ask it. 

Would you subscribe to that thinking, or am I wrong? 

Mr. On ty. It might be very useful if it didn’t entail a tremendous 
amount of work, but I just don’t think that work would be justified in 
terms of the usefulness of the information you would then have. 

Mr. Harpy. Let me just take a hypothetical case, and I have no 
idea whether any such case exists, but let us suppose that we have a 
program recommended by the field for $15 million for country X, and 
when it gets up to the committee it is presented to us as $25 million. 
Now, in keeping with the practice which has been going on, the prob- 
ability of detailed questions requiring a specific justification of an 
increase of $10 million above what was requested by the field would 
be pretty small, I expect. 

Then somebody will come along and try to make a postaudit after 
the bill is passed and after the program has been in effect, anyone try- 
ing to make a postaudit will find a program which came from the 
field as $15 million, but ICA went up to Congress and got $25 million 
for it. 
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Now, are you telling this committee you do not think it is important 
that the record show why that program was increased ? 

Mr. Ounty. I think it is important that the record show why the 
program submitted to Congress is of the level and of the type which 
is proposed. That is the thing that I think it is important that the 
record should show. 

Mr. Harpy. The level and the type. Now you are getting back to 
your illustrative proposition, and | am doing my best to get away 
from it. You are going to try to keep me on it, but I am going to 
keep right on trying to keep you off of it. If you are trying to justify 
these programs on the basis of type, then we are really going to 
have some knockdown, drag-out disagreements, I am afraid. 

But I take it, then, your answer is that you do not think it is neces- 
sary for the records in ICA to contain anything to show why that 
figure is $25 million instead of the $15 million which the field 
supported ? 

Mr. Ounty. I do not, because in order to show it adequately you 
would have to have not 1 memorandum but probably 75 memoranda, 
because that figure probably will have changed 75 times during the 
period from the time the mission submitted it to the time it actually 
goes to the Congress. 

Mr. Harpy. If we follow along that line of reasoning, how do you 
justify any requirement of the field that they support their original 
request for the $15 million? Why do you not just take a figure out 
of the hat and say, “Mr. Congress, we are ICA. I represent ICA. 
Iam clairvoyant. I know exactly what we need. Don’t ask me any 
questions about it and I will tell you no lies about it. Just give me 
the money, and this is it.” 

Why do you not do it like that? Congress has abdicated its au- 
thority so far that you are almost doing that now. 

Mr. Ontny. It is because I thought one of the things you were look- 
ing for was a very careful screening of these programs from every 
angle before they came to you; and that, of course, is what we try to do 
with the submissions from the field even though we hope that they are 
very good when they come in here. We hope we can improve them by 
subjecting them to very close scrutiny by the Controller, by our per- 
sonnel people, by our management people, by our technicians. 

Mr. Harpy. A careful screening, “but don’t ask me the basis on 
which I screen it.” Is that the theory you are putting across here to 
the committee ? 

Mr. Onty. Of course, I have not even suggested that, Mr. Chairman. 
The question has been whether or not we record in a memorandum, 
which we file in one place, the reasons for each change that is made. 

If you want to ask me why certain changes were made or what the 
reason is for a particular program, that is a different proposition. 

But the question which has been raised is whether or not it would be 
useful and worth the amount of work involved to file a piece of paper 
explaining the reason for each change; and on that, I say it would not 


———————— 


Mr. Harpy. I tried to modify that a little bit and get away from this 
business of going into each change, because you magnify that to such 
an extent that it becomes ludicrous. 

T do not know whether the presentation you made is a reasonable 
presentation or not. Maybe it is. But certainly I am not talking 
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about 75 different changes—I think that is the figure you used. But 
I am talking about the “final figure which comes up here—and it can 
vary as much as a 100 percent of the amount that was originally 
requested. 

You have taken the position that there isn’t any justification for 
requiring any record to show why that change was made or to support 
anything more than the request that appears in the final budget docu- 
ment; at least that is what I understand your position to be. 

Mr. Outy. My position is that the file should show why the request 
is being made. My position was that there was not a need for pieces 
of paper to explain the changes which took place from time to time 
in the process of going from the original program recommendation 
to the recommendation - finally included in the budget document. 

Mr. Reppan. Mr. Ohly, on that, you come in and ask for, we will 
say, $50 million for an agricultural program. That tells us what the 
money is for, what you expect to use it for. But it does not explain 
to us why you changed it from a $25 million program, as it came 
from the field, to a $50 million program now. 

The reason for that change is important, and you say that you 
studiously make no written record of this, but you could tell us if 
we came down —_ asked you. 

Mr. Onty. I didn’t say we studiously made no record of it. 

Mr. Reppan. That may be a conclusion I have drawn from 

Mr. Onty. Wait a minute. I said that we did not consistently, as a 
matter of systematic procedure, which was your question, file a mem- 
orandum covering all these changes and file it in a central spot. That 
is very different from the question of whether it is important whether 
there have been changes, whether you can find out whether there have 
been changes, and whether in many cases people do not in fact record 
the reasons for these changes. 

Mr. Harpy. Now, Mr. Ohly, I understood from your previous testi- 
mony and from your testimony today that there was no record at all 
made of a great many of these changes; that the reasons for the 
changes were in somebody’s mind, and that you saw no reason for 
recording those changes. 


Mr. Outy. Are you talking about the changes or the reasons for 
the changes? 

Mr. Harpy. Well, there isn’t ee much point that I can see in 
changing a figure from $15 million to $25 million without having any- 
thing to say about why it is done. 

Mr. Onty. I think it is very important to know who recommended 
what, but it is not necessary to put down in detail why you changed 
the thing, because you can go back and check that if you know who 
recommended what. 

Mr. Harpy. How are you going back and check it ? 

Mr. Onty. Ask the people. 

Mr. Harpy. Well, they do not live forever. 

Mr. Onty. If I want to know why the regional office is recom- 
mending a figure different from our operations mission in the field, or 
why the State Department is asking for a different figure, I ask them. 

Mr. Harpy. What kind of a practical situation does that present to 
the Congress? After all, none of us have any assurance that we are 
going to live until sundown; and in the second place, there seems to 
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be a system which is prevailing under which people who disagree 
are not always in position to be asked questions. 

In order to conduct the hearings we conducted here not too long 
ago, we had to get people brought back here from Dominican Repub- 
lic who were not even employed by the ICA. That is where we had 
to find some of the information we needed. 

And you are telling this committee that it has not been important to 
show the reasons why these changes are made, so long as you know 
who made them, because you can always go back and ask them. Is 
that your idea of proper governmental administration 4 

Mr. Outy. I have said that it would be too costly and not suffi- 
ciently productive to follow a systematic procedure of recording the 
reasons why all program changes are made in the level of aid from 
the time of the recommendation of the operations mission director to 
the time we go to Congress. 

Mr. Harpy. Just one final question: Do you follow that line of 
reasoning to the point of contending that the final recommendation to 
the Congress should not necessar ily be supported by a written record 
of the elements which make up that recommendation, including the 
changes which have gone into it since it came from the field and the 
reasons for those changes 4 

Mr. Outy. Well, if you mean that the presentation which goes to 
the Congress should show the program with the projects modified, if 
they are modified, to reflect the changes that have been made, I would 
say certainly the program presentations should show that. 

Mr. Harpy. And the reasons why those changes were made ? 

Mr. Outy. No; I don’t believe that is important, Mr. Hardy. 

Mr. Harpy. I am glad we finally have got that pinned down. You 
and L are in serious dist agreement on that. 

Mr. Reppan. Mr. Ohly, i in the hypothetical case I gave you just a 
minute ago, where the recommendation came in from the field for a 
$25 million agricultural program, and wound up in the budget presen- 
tation as $50 million; you say if I came down and spoke to someone at 
the country desk, they could tell me why that change was made? 

Mr. Outy. No; I wouldn’t say the country desk person could neces- 
sarily tell you that. 

Mr. Reppan. Whom would I ask about that? I can ask somebody, 
can I not, and vet that information ? 

Mr. Outy. You might have to ask several people. 

Mr. Harpy. Do you know that you could ask anybody, any number 
of people down there, and find out ? 

Mr. Outy. Not entirely in ICA, no. You might have to ask the 
President, or the Director of the Bureau of the Budget, or the Secre- 
tary of State, or the Under Secretary of State, or Mr. Hollister—there 
are a lot of people. who participate in the determination as to what 
these figures are going to be. ‘Therefore, by going to a desk officer in 
ICA, you might not be able to know the precise reasons why a person 
at the Cabinet level or the President decided that a particular program 
should be at a particular level. 

Mr. Harpy. So now we are at the point that in order to find out the 
reasons for a particular request for a particular program, we have to 
ask the President himself. 

Mr. Onny. There are cases where you might have to. 
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Mr. Harpy. Well, I certainly am glad to know that. I am going to 
pass that on to Mr. Gordon of the F oreign Affairs Committee and 
suggest that he go down there and ask him before he approves the 
authorization. 

Mr. Heppan. Mr. Ohly, how long weuld it take the President to 
tell me why that change was made? 

Mr. Outy. It might take several hours in some cases. 

I am thinking of a case which involves a major reduction or in- 
crease in the budget in order to reflect a change of policy in some 
major area of the world or some major*country. ‘The cases would 
be very, very few in which the President himself might be involved 
in a country figure, but very frequently people such as the Under 
Secretary of State, or even the Secretary of State, are involved in 
decisions on the level of aid for particular countries. 

Mr. Harpy. We are talking about particular technical assistance 
programs, perhaps. 

Mr. Outy. Very infrequently on a technical assistance program. 

Mr. Harpy. We were talking a minute ago about an agricultural 
program, which I take it is a technical assistance program. 

Mr. Outy. He labeled it as $50 million program. We haven’t got 
a single technical cooperation program which is more than six or 
seven million dollars for all sorts of things, so that, obviously, the 
program mentioned by Mr. Reddan would be defense support or 
development assistance. 

Mr. Reppan. Mr. Ohly, if political considerations caused ICA 
to increase its budget request why couldn’t the agency be frank and 
say: “The mission came in with a request for a $25 million agricul- 
tural program, but for political reasons we have raised this to $50 
million.” Wouldn't that be the answer? 

Mr. Onty. It might be political reasons, it might not be political 
reasons. 

Mr. Reppan. Yes. I mean if it were political reasons which moti- 
vated the change. 

Mr. Ounty. Yes. However, I would be unwilline to take the an- 
swer that was just: “It is for political reasons.” I feel very strongly 
that when people use a vague term like that, they ought to be more 
precise. 

Mr. Harpy. That is not any worse than not having any reasons 
at all to show for it. What you are doing is espousing making 
changes without anything to show for them at “all, without giving any 
reason. In effect you are saying, “It is not any of your business, Mr. 
Congressman, unless you want to come down and ask the individual 
about it.” 

That is as wild an approach to this thing as I have heard in a long 
time. 

Mr. Reppan. Mr. Murphy, I don’t want to embarrass you with 
this question, but I would like ‘; know whether or not you, as Con- 
troller, think this system is an orderly procedure for recording or 
not recording important governmental decisions? 

Mr. Harpy. First, let’s define what an “important governmental 
decision” is. Otherwise, he will not be able to answer. 

Mr. Reppan. With respect to changing the level of aid to a country. 

Mr. Murrny. Well. as I indicated earlier in my testimony, I tend 
to—— 
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Mr. Harpy. You are the accountant; are you not? 

Mr. Mourreny. Yes, and therefore I tend to lean in the direction of 

recording items like this. 

Mr. Reppay. <4 you feel it would be an insurmountable project ¢ 

Mr. Murrny. I don’t know, frankly, Mr. Reddan. I am not 
familiar 

Mr. Harpy. Well, you had better stay out of the area of opinions 
on that thing. Mr. Murphy is an accountant, and it is his job to try 
to keep these things straight. 

Mr. Ohly advises on the policy side, and apparently he is not 
accountable to anybody. Let’s don’t put them in direct conflict. 

Mr. Reppan. All right, we will move on with these items, then. 

IT think we have established that there is no one office in the agency 

responsible for maintaining all the data. 

Mr. Murery. Mr. Chairman, I would like to qualify the remark I 
made. Mr. Ohly raises a point here with me which leads me to believe 
I may have left the committee with an impression that I didn’t want 
to leave them with. 

When I speak of recording the reasons for a change, I am speaking 
in very broad terms. In other words, if Mr. Hollister decides that of 
the total resources, the amount he can apply to the Far East is $1 
billion in a given year, and the sum-total of the program recommenda- 
tions, country by country, which have been given to him add up to $1.1 
billion, and it is necessary, therefore, to shave back some of these 
programs to the tune of $100 million, I would simply record the fact 
that this program was adjusted downward because of ceiling limita- 
tions on the area. 

Mr. Harpy. I think that is a very valid point to make, but for the 
sake of this discussion, I would be perfectly willing to disregard such 
downward revisions, and talk only about upward revisions, if that 
would make it any easier. And I do not know whether that would 
affect Mr. Ohly’s answers or not. 

But the downward revisions are frequently more easily understood 
than the upward revisions. If an official charged with responsibility 
for the foreign aid program, at least insofar as the record shows, 
increases a program request for any country without making a record 
of his reasons for it, I think it leaves per rfect reason for suspicion, 
and in my judgment, it brings into question the whole program. 

I do not think any Gov ernment official has any business doing that. 
If he is going to be responsible to the Congress for the funds that are 
entrusted to him, he ought to be in a position to answer questions 
regarding the expenditure of those funds. He should have something 
in the record to show for it, and we ought not to have to go around toa 
half-dozen people, including the President of the United States, to 
find out why it was done. 

Mr. Reppan. Mr. Ohly, there is a criticism on page 7 of the GAO 
memorandum of January 1957, under “Nonproject type aid.” It is 
related to the points we have been cov ering with respect to determining 
the level of country aid. 
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It has to do with the narrative sections of the ICA 1957 presenta- 
tion for nonproject type aid. GAO stated: 


* * * it seemed to us that the factors on which the proposed amounts— 
for nonproject type aid— 
were based and the relative monetary weight of each factor should be more 
specifically described. 

And then they explain what they mean: 


* * * if nonproject assistance is based upon the balance of payments in a 
particular country, this fact should be described and presented in a way that 
will indicate how the proposed level of aid is related to programs proposed for 
the budget year. 

Do you have any comment to make with respect to that? 

Mr. Outy. I certainly agree with the conclusion that they reach 
that the narrative should spell out, to the extent that it can be done and 
within space limitations, the reasons for the request, a summary of 
prior accomplishments, the objectives that are being sought, and the 
rationale for arriving at a particular level of aid. 

I would also agree with them that there are certain countries which, 
in the past, I think have not been adequately described in the narrative. 
I think that this is again a case of trying to find the best means of 
presenting an adequate story to the committees before whom we 
appear within the space limitations that are involved. I think our 
story is improving each year in terms of its preciseness, in terms of its 
lucidity, in terms of its comprehensiveness, and in terms of its 
completeness. 

I hope it will be better this year than it has been in preceding years, 
but certainly we have not by any means reached the millenium. 

I would like to add one other thing. These presentation books to 
which the GAO’s report is referring, represent only 1 of 3 com- 
ponents of the presentation we make. The other two components are 
our oral presentation to the committees and the great variety of 
material that is submitted during the course of the hearings, either 
on our own volition or at the request of the committees. 

Mr. Harpy. Mr. Ohly, in order that I do not have any misconcep- 
tions here, [ would like to return momentarily to the subject of record- 
ing program changes. I want to ask you this: If in our discussion 
we refer only to increases beyond the original programs requested by 
the field, would your answers be the same? 

Mr. Outy. My answers would be the same. 

Mr. Harpy. That is all I need. 

Mr. Onty. And I would like to add one thing: That I believe this 
committee and those who are viewing this program should have as 
much interest in cases where there is a reduction as in cases where 
there is an increase. The real test is whether or not we are really 
carrying out the objectives of this program, and therefore I think that 
both increases and reductions ought to be scrutinized very closely. 


Mr. Harpy. I am not talking about scrutiny now. I am talking 
about recorded evidence. 
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Mr. Onty. Well, I would talk about recorded evidence, too. 

Mr. Harpy. Certainly the evidence with respect to a reduction 
would be more easily ascertained. 

Mr. Onny. Not necessarily, Mr. Hardy. If the reason was limita- 
tion of funds, yes; but there could be many other reasons why a pro- 
gram is reduced. Generally the trend is to reduce the estimates that 
come in from the field. 

Mr. Harpy. Well, I do not want to belabor this any further. I did 
not want to misconstrue your answers. 

Go ahead. 

Mr. Reppan. Mr. Ohly, the GAO makes reference, on page 3 of 
their memorandum, to “possible overprograming for project-type aid.” 
They state that: 

“Fairly substantial amounts were programed for 1957 although large amounts 
were unexpended and unsubobligated at March 31, 1956. 


They say that this situation— 


raises doubt that the additional amounts programed for 1957 were needed in 
that year to insure continued activity on these projects or could be effectively 
used in 1957. 

And then they list certain examples. And, as you know, Mr. Rabel 
produced some additional tabulations here this afternoon which | 
understand were given or had been given to you, other examples of 
what GAO feels is overprograming. 

With respect to the examples which appear in this memorandum 
of 1957, do you have any comments you want to make ? 

Mr. Oury. Yes. I have not been into these individual projects in 
detail, and if you wanted to go into them in detail I would want to 
get the people who had actively worked with them. However, | 
would like to make a few observations. 

Take project No. 1, which I believe is still a classified project. 

Mr. Reppan. That is correct. 

Mr. Oury. It was identified here as a multipurpose project. It 
should have been designated as a multipurpose dam rather than a 
multipurpose project. “That is a dam which has several purposes— 
creation of power, irrigation, reclamation, and so forth. 

On first blush, when you look at the facts as given in the GAO 
memorandum, you would say that this is a case in which you certainly 
should have a very close look before programing additional funds 
for 1957. However, I think this is a case where, even in retrospect, 
the most one can say is that there may have been an overestimate as 
to the amount of funds that could be effectively used in relation to 
this particular project during fiscal year 1957. I am not prepared to 
say that as of the time it was necessary to make this estimate—to make 

a judgment as to whether this amount might be needed—that. this 
was a bad judgment, given the facts available at that time. As a 
matter of fact, it is almost certain that approximately $4.5 million 
of the $7.3 million which was shown as needed in 1957 will, in fact, 
be obligated and should be obligated in 1957, even though as of the 
date that the Comptroller General was speaking, namely, March 3 
1956, $12.3 million had already been obligated, but only $300,000 
had been expended, and $2.8 million still remain unsubobligated. 

This situation arises from the kind of a project with which we are 
dealing. As I understand it—and I am not an expert on construc- 
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tion projects—when you undertake a large construction project like 
the construction of a multipurpose dam, you first place your contract 
for engineering, and then you place your contracts for earth-moving 
equipment and other large equipment which you have to have at the 
site when construction starts. Then in the first year of construc- 
tion, when you have that equipment in place, you place your con- 
tracts for the long lead-time items for the dam and powerplant them- 
selves, such as turbines, dam gates, and other items that go into your 
powerplant. This must be done so that they will be available at the 
time the construction is being ee and so that they can be in- 
corporated in the finished project. ‘They have very long lead-time 
items; it takes 214 to 3 years to produce them. 

That is precisely the kind of situation we have here in project No 
1. The earlier amounts were obligated to cover earth-moving equip- 
ment and other elements of construction, and the amount pro- 
grammed in 1957 is to cover long lead-time items of equipment which 
will be installed in the dam and power system. 

Therefore, while I think the people last year overestimated the 
exact amount that they would need in 1957, they were not wrong in 
estimating that a very substantial amount would be needed despite 
the fact that there were these other obligations on the book. 

You might be interested to know that the entire amount of $12.3 
million for this project which is referred to in the GAO memoran- 
dum has now been subobligated, but a very large part of this amount 
is still unexpended because the earth-moving equipment and the 
other items involved have not yet been deliv ered. 

Mr. Harpy. Well, you stated that the $12.3 million has now been 
obligated. Was the $7.3 million requested in the 1957 presenation 
in addition to the $12.3 million ? 

Mr. Outy. The $7.3 million shown for this project in the presen- 
tation was in addition to the $12.3 million; yes, sir. 

Mr. Harpy. Well, is any of that obligated ? 

Mr. Outy. I expect that $4.5 million of that will be obligated be- 
fore the end of this fiscal year 

Mr. Harpy. As of now, none of it is obligated, I take it. 

Mr. On y. I don’t have data later than probably the end of 
February. I couldn’t tell you that but I do not believe it has been 
obligated. 

Mr. Harpy. There was not much need for it in last year’s pro- 
gram, then, was there; considering the fact that we are almost to the 
end of the fiscal year and it still hasn’t been obligated ? 

Mr. Ountry. It is this year’s program, Mr. Chairman, we are talk- 
ing about. 

Mr. Harpy. I am talking about the request in the fiscal year 19! 
presentation. 

Mr. Onty. Well, I can’t say there wasn’t any need, no, I can’t 
agree with youat all. AAS 

Mr. Harpy. Well, I wasn’t sure you would. 

Mr. Ounty. There are still 3 more months in this fiscal year. 

Mr. Harpy. Even if there are 8 months left in this fiscal year, 
with none of it obligated as of now, certainly not any of it can be 
expended during this fiscal year. 
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Mr. Onuy. Of course it will not be expended for several years, 
because it is for kinds of equipment that take 21 to 3 years to make. 

Mr. Harpy So, then, there wasn’t any need for it last year. 

Mr. Oury. No; just to the contrary. If you are going to have this 
equipment available to put in this dam and powerplant 2 years 
hence, you have to obligate the funds for it in this fiscal year or it 
won't "get there on time. 

Mr. Harpy. They are going to be right up against the gun to get it 
obligated ; are they “not? 

Mr. Outy. Most of our obligations come in the later months of the 
year, that is perfectly correct, Mr. Chairman. You know the reasons 
why as well as I do. 

Mr. Harpy. Some of them are not too good. 

Mr. Outy. Well, I can’t concur with that, but I will be glad to dis- 
cuss it with you. 

Mr. Harpy. Again we are in disagreement. 

Go ahead. 

Mr. Reppan. Mr. Ohly, you have just given us, I am sure, what 
you consider to be an adequate explanation for the reason why these 
funds have not been spent. Now, is there any reason why informa- 
tion of that type could not be included in the budget presentation so 
that we wouldn’t have to ask you to come up here and explain these 
things ? 

Mr. Onur. W ell, as Mr. Murphy indicated earlier, and as I believe 
I also did, any project of this kind would, in the case of the fiscal 
year 1958, have been covered, and covered in great detail, in the 
information which we insisted be submitted for every project where 
there was an unexpended or unliquidated obligation of $100,000 on 
June 30,1957. So this would be detailed. 

Mr. Reppan. Yes; but not in the budget presentation. 

Mr. Outy. We have not customarily included this in the formal 
document that is presented to the Congress. That doesn’t mean the 
information isn’t available. 

Mr. Reppan. In other words, it is there if they ask for it. 

Mr. Outy. That is corect. 

Mr. Reppan. Which presupposes that they would have some reason 
to ask for it. 

Mr. Outy. Well, we make it perfectly plain to them that we have 
information of this kind available, Mr. Reddan, 

Mr. Reppan. Would it be feasible to include that type of informa- 
tion in the budget presentation, in your opinion ? 

Mr. Outy. Well, this really comes back to the question that you 
were discussing with Mr. Hollister, and Mr. Hollister felt that it 
would be practical, in one form or another, to include information 
on major projects of this kind. 

Now, I am not quite sure how “major” should be defined. In my 
own statements at an earlier point on Friday, I had discussed the 
problem of implementing such a proposal if it were applied to all the 
projects we have in this category. That would require pretty volumi- 
nous documents, and I am not sure they would be useful information 
for the committee. 

Mr. Harpy. You mean your statement before on this subject was 
intended to refer to all of them? I thought we had talked about 
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major ones all along. The GAO used the word “major” in their 
presentation, I think. 

Mr. Onty. We talked about several different things, Mr. Chair- 
man. I described the kind of information we had gotten in from the 
field this year on these projects where we had more than $100,000 that 
was unliquidated. I said it would be very bulky, and I didn’t think 
of great use, if all of that material were reproduced in the congres- 
sional presentation. 

Mr. Reppan. All right. 

Do you want to comment on any of the other projects at this time 4 

Mr. Knox. Mr. Chairman, before you leave project 1, I should 
like to ask Mr. Ohly to inform the committee as to what participation 
the host country had in this project, whether it was in funds or con- 
tributions in kind, or just what was it ? 

Mr. Ontny. I will have to get that and supply it for the record, Mr. 
Knox. I do not have that information here. 

(The information requested is as follows :) 

As of June 30, 1956, Pakistan had contributed to this project rupees with a 
dollar equivalent value of $15,870,000. Since then 30 million counterpart rupees 
have been allocated to the project. 

Mr. Knox. Do you have information relative to projects that have 
been approved, that is, by ICA, and are under construction, as to 
whether or not the host country makes available their funds, or con- 
tribution in kind, prior to the project getting under way! 

Mr. Outry. Well, before the project is finally approved for imple- 
mentation, that is, before the actual operating documents are ap- 
proved, that information would be available and it would be included 
in the project documents. But we wouldn’t necessarily have all that 
information at the time the budget was being formulated for pre- 
sentation to the Congress. We ‘would have it, though, before we 
actually went ahead with the project. 

Mr. Knox. Mr. Ohly, I believe you stated, in answer to the chair- 
man’s question, that it was necessary that these appropriations be 
made in order that you might be able to obligate them in order that 
the equipment may be on hand at the time it was required for the 
dam or as the dam progressed. 

Would that not be true, also, with the host country? Would not 
their contributions be available and committed, obligated, in order 
that you may proceed in an orderly manner ? 

Mr. Onny. Well, let’s take the problem of this particular dam, 
although I have to be hypothetical because I don’t know the actual 
situation. In the particular country involved the contribution of the 
host country would probably be the local currency cost of installing 
the dam gates, installing the generators, and of providing the loc al 
construction costs of the ‘buildings that were involved. A great many 
of those costs will not be incurred until, say, 1960 or 1961, when the 
dam gates and the generators and the turbines are delivered as a re- 
sult of the contracts which have to be placed this year for those long 
lead-time items. These costs presumably would not be actually budg- 
eted for in the local country’s budeet this vear. 

Mr. Knox. Well, the reason for asking the question has been de- 
veloped by the fact: that you have stated, and very adamantly, that 
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you felt the appropriation of last year, but not for the year 1957 in 
which we have still 3 months to go, was a must, a necessity, in order 
that you may proceed in an orderly manner with the construction of 
the proposed project. 

But then you say that it is not necessary for the host country to 
make available their funds and commit them and obligate them for 
a particular project, but it is for the United States Government to 

0 SO. 

Mr. Outy. Well, there is a difference between the host government 
committing itself to undertaking, at the appropriate time, the job of 
installing this particular equipment, and its making specific budgetary 
provision for financing the cost of that. 

I thought your question had been: Did not the host government have 
to budget and include it in its budget at this time? And I think the 
answer to that is “No,” because it will be in a budget that will relate to 
a year which is several years from now. 

Mr. Knox. The hypothetical question, then is: Suppose the host 
country, when it came time for them to make the contribution or 
budget the money, refused to do so? Then what is the status of the 
project ? 

Mr. Onty. Well, if the host government does not come through 
with its commitment, it is a case in which you obviously have a 
problem. 

Mr. Harpy. We just go ahead and finish it, do we not ? 

Mr. Onty. I could think of cases where you might do that, if the 
financial situation in the country had changed materially ; yes. 

Mr. Harpy. Can you think of any case where we did not? 

Mr. Outy. Oh, yes; we have called off projects, Mr. Chairman. 

Mr. Harpy. We have called off projects at the point where flood- 
gates needed to be installed—the United States had bought them, had 
bought the turbines—and when the host country failed to put up their 
buildings and furnish the local currency, we called the project off ? 

Mr. Outy. There have been cases. I don’t know of cases of dams, 
because they are an unusual thing. But there have been cases where, 
because the other government was not coming through with its obliga- 
tions and not performing effectively, we have called off a project. 
There have been other cases where they haven’t for one reason or 
another, carried out their obligations the way we thought they should, 
and we have insisted, as we have the right to insist under our agree- 
ment with them, that they reimburse us for the cost. 

Mr. Knox. Mr. Ohly, I would take it from your reply to my ques- 
tion that it is obvious that the United States Government is the only 
participant which is really obligating her financial resources in order 
to complete this project, without any consideration by the host coun- 
try; and I believe if you are entering into a contract, you would re- 
quire, at least you should require, that the participant also meet the 
same requirements that you are meeting. 

Mr. Onty. Well, what you are doing, Mr. Knox, is to suggest a 
financial practice on the part of the other government, which this com- 
mittee has been suggesting is a very bad financial practice in the case 
of this program and which we are discussing today; namely, you are 
suggesting that this other government should appropriate and obli- 
gate money for this project even though it will not be used for this 
project until a time 3 years hence. 
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Mr. Knox. That is right. You have stated, in response to the 
chairman’s questions, that it was necessary for the United States 
Government to do so. Why should it not be necessary for the host 
government to do so? 

Mr. Oury. Because the money the United States Government is 
obligating is money that has to go into a contract that is to be signed 
this. year for the procurement “of certain equipment ; whereas the 
money which will be used under my hypothetical case by the host 
government, is money which will be paid out for labor and local costs 
3 years hence. 

Mr. Knox. You are willing, then, to take the word of the host coun- 
try, but you are not willing to take the word of the United States 
Government. 

Mr. Ouny. I don’t think General Electric or one of those other 
companies with which we would place a contract would be willing to 
take the word of the United States Government without a contract; 
in fact, no officer of the Government would be justified in making a 
contract under our laws and regulations unless he had the money with 
which to make that contract. 

Mr. Knox. Your host country is a part of the overall contract. 

Mr. Ounty. Well, your host government is committing itself to do 
certain things, but that is another thing from entering into a contract 
for the purchase of something, where you have to have the money on 
hand to plan the contract. 

Mr. Knox. Do you feel justified in entering into a contract to pur- 
chase equipment for a project such as No. 1, “without a firm commit- 
ment from the host country ? 

What if the host country does not come through? Do you come 
back to what Mr. Hardy just said, that possibly we have to pick up 
the check ? 

Mr. Onty. I didn’t say we didn’t have a firm commitment. I didn’t 
suggest we had no firm commitment from the other government. ‘The 
question was whether or not the other government should budget for 
and appropriate money at this stage, and somehow obligate that money 
and hold it on ice for 3 years until the time when it is needed. I don't 
think that would be a wise thing to insist on. I don’t think it would 
serve any useful purpose. 

Mr. Harpy. If the gentleman would permit, I think that most of 
us would agree that there is not any real necessity for the host country 
in this case, to appropriate the money 3 years before they need it, any 
more than there is a necessity for us to do it. 

What I am disturbed about is the philosophy we are getting into 
here where apparently we have got to fall all over ourselves and bind 
ourselves to the year 1 million in order to give something away to 
somebody else. And the people, our own people, who are administer- 


ing the program seem to be taking that kind of an attitude. I am 
worried about it. 


Mr. Onty. Well, I can’t—— 

Mr. Harpy. It is a philosophy that is hard for me to grasp. I 
thoroughly subscribe to the foreign aid program, so long as it is in 
our own self-interest ; but when we get beyond that, and when we get 
the kind of testimony that we are getting here today, I get disturbed. 
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Mr. Ouxry. Well, I can think of nothing I said in answer to Mr. 
Knox which would justify the inference which you have just made, or 
the statements you have just made. 

Mr. Harpy. I hope it is not in the record. 

Mr. Onty. I hope what I said is. 

Mr. Harpy. I hope that there is nothing in the record which 
would justify my observation. 

Mr. Reppan. Mr. Ohly, time is running short on this hearing. It 
appears to me, perhaps, with respect to these other illustrations which 
are listed in the GAO memorandum, as well as those which have been 
presented here today by the General Accounting Office, that you may 
want to make some written reply from the agency, rather than han- 
dle it orally here. But I will be guided by your wishes in that 
respect. 

Mr. Outy. That all depends 

Mr. Reppan. For inclusion in the record, I mean. 

Mr. Outy. That all depends, Mr. Reddan, whether the chairman of 
this committee, or the committee, wishes to go into particular projects, 
as such, to see—— 

Mr. Harpy. Let me make this observation in that connection, just 
in the interest of expediting matters: The committee is going to in- 
clude in its record the declassified projects that are shown in this 
document. 

Mr. Meaper. Have they been declassified now ? 

Mr. Harpy. Certain of them have; 2, 4, and 5 are declassified. 

Mr. Knox. No. 2 is declassified. 

Mr. Harpy. Yes; 2, 4, and 5 are declassified, and the committee will 
include them in its record. 

I do not have any particular feeling about whether ICA comments 
on them or not, but they are going to be in the record, and if you think 
it desirable for ICA to comment on them, why, I believe it would 
be better to have it in writing, and we will incorporate it in the record 
along with these projects. 

Mr. Meaper. Mr. Chaiman, is Mr. Ohly prepared to comment on 
those declassified projects at this time? 

Mr. Harpy. Well, the only question we had, Mr. Meader, was the 
question of time. I am afraid we are going to get some bells pretty 
soon, and I did hope we could finish. 

Mr. Meapver. Was there something else besides that ? 

Mr. Harpy. Mr. Reddan has some other points to cover. 

Mr. Meaper. If Mr. Ohly has made a study of the GAO comments 
on these three declassified projects, I would be interested in hearing 
what it is, myself. I think sometimes we deal in abstractions and 
generalities and we don’t get as far as we do when we tie it right 
down to specific cases. 

Mr. Harpy. Let’s go ahead with them, and we will take them right 
now. Take up No. 2. 

Mr. Reppan. All right. No. 2, Mr. Ohly, has been declassified. 
Are there any comments you wish to make on that? 

Mr. Ontny. Yes. 

(Discussion off the record.) 

Mr. Harpy. Back on the record now. 

Mr. Reppan. Mr. Ohly, is there any comment you wish to make 
with respect to item No. 2 of the GAO report ? 
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Mr. Onty. Let me just say in response to Mr. Meader, first, that I 
said I was not prepared to testify in great detail on all these projects. 
Iw ould rather have people directly familiar with them do so. I think 
item 2 is a case in which a bad estimate was made as to the amount of 
money that would be required during fiscal year 1957 for this particu- 
lar purpose. The 1956 program did not proceed as rapidly as people 
felt it would proceed and as I think they perhaps were justified in feel- 
ing, it should proceed at the time the estimate was made. In fact 
the estimate proved not to have been a good estimate. 

On each of these items, however, I w ould like, if I might, Mr. Chair- 
man and Mr. Meader, to submit any further information for the 
record that we feel might be useful to you in your deliberations. 
Mr. Harpy. The committee would be glad to receive it and consider 


its inclusion along with these specific recitations in the he: aring record. 
(The information referred to follows:) 


INTERNATIONAL COOPERATION ADMINISTRATION COMMENTS ON EXAMPLE OF OVER- 


PROGRAMING LISTED IN GENERAL ACCOUNTING OFFICE MEMORANDUM OF JANUARY 
9, 1957 


The following information concerning the projects cited in the GAO staff 
memorandum as instances of possible overprograming is submitted by ICA in 
order to provide the committee with background material with respect to each 
of these projects and to indicate the progress of each of these projects since the 
time as of which the data ysed by GAO was collected. However, there has been 
no attempt to be exhaustive or to analyze in detail the question of whether, and 
if so, to what extent, any of the individual projects in fact did, or did not, repre- 
sent some evidence of overprograming, although some broad observations in this 
regard are made in each case. 

1. Project No. 1, Karnafuli Dam (Pakistan—No. 91-22-023): This project, 
which was discussed briefly in the testimony, concerns the construction of a 
multipurpose dam. As of December 31, 1956, the entire $12,259,000 previously 
obligated for this project had been subobligated, as contrasted with the only 
approximately $9.4 million that had been subobligated on March 31, 1956. How- 
ever, due to the lengthy negotiations necessary in connection with the compli- 
cated engineering contracts involved, actual expenditures on the project had only 
increased during this period from the $300,000 cited in the GAO memorandum 
to $446,000. Sums obligated to date are primarily related to two contracts: 
(1) A contract for engineering services with International Engineering Co. for 
whieh $3,500,000 of fiscal year 1955 MSP funds were obligated and under which 
work is proceeding satisfactorily, and (2) a $30,500,000 contract signed February 
co t, 1957, between the Government of Pakistan and the Utah Construction Co., 
for completing construction of the dam and power facilities, and for which fiscal 
year 1956 MSP funds in the amount of $8,200,000 have been obligated. 'lhe 
additional amount estimated as required for this project for fiscal year 1957 
was designed to cover the cost of long-lead time equipment for the dam and ac- 
companying facilities but, as tndicated in the testimony, this estimate proved 
to be an overestimate, and it is anticipated that only a smaller sum (the amount 
is still classified) will in fact be obligated for this in fiscal year 1957. This over- 
estimate is a result of the delay in contract negotiations on the primary con- 
tract which made it impossible for the contractor to be in the field for the 
entire fiscal year and which made only partial financing necessary. It would 
seem inappropriate to characterize this as overprograming. Substantial addi- 
tional amounts will be needed in fiscal year 1958 to carry the contract forward 
in that fiscal year 

2. Project No. 2, Intercollege exchange (Pakistan—No. 91-66-009): The 
$5,190,000 provided under this project is to finance contracts with 5 American 
universities: Washington State College, Texas A. and M., Colorado A. and M., 
New Mexico A. and M., and the Wharton School of the University of 
sylvania, which are assisting 5 Pakistani educational institutions. All except 
$2,000 of this amount has been subobligated and as of March 31, 1957. there 
were 50 technicians in the field under these contracts. Because of the complex 
auditing procedures on college contracts, recorded disbursements do not reflect 
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a true picture of actual disbursements, but recorded disbursements had reached 
nearly $2 million on December 31, 1956. However, of the $1,203,000 originally 
estimated as required to carry these activities in fiscal year 1957 and men- 
tioned in the GAO memorandum, only $35,000 has actualy been approved in 
1957 for this project. Prior-year funds have proved nearly sufficient to con- 
tinue the five contracts, primarily because equipment purchases and the assign- 
ment of advisors by the contractors fell short of previously budgeted levels. 
Again, this is a case of where the course of subsequent events made the original 
estimate high in retrospect, but where the original request can hardly be termed 
overprograming in the sense apparently meant in the GAO staff memorandum. 

3. Project No. 3, Improvement and expansion of aviation ground facilities 
(Pakistan—No. 91-37-051) : The entire $3.4 million previously programed for 
this project and referred to in the GAO staff memorandum had been subobli- 
gated on December 31, 1956, as contrasted with a subobligation status on March 
31, 1956, as cited in that memorandum, of only $1.6 million. Except for small 
amounts required for the costs of technicians and participants, these funds are 
obligated for commodities on which there is a long delivery time and on which 
delivery could not be made until the latter part of 1956 and early 1957. Con- 
sequently, and necessarily, disbursements have been small—$223,000 as of 
December 31, 1956. However, there now are 5 United States technicians in 
the field on this project and 2 more are under recruitment. With the arrival 
of equipment and the utilization of Pakistani technicians who are now receiving 
training, the rate of implementation of this project will be materially increased 
during the rate of implementation this year and next. The additional amount 
originally estimated as necessary to finance the continuation of this project 
during fiscal year 1957, and referred to in the GAO memorandum, was intended 
to cover the fiscal year 1957 costs of 7 CAA technicians and of participants as 
well as that of some additional commodities, particularly demonstration equip- 
ment. Subsequent developments have indicated that some, but by no means 
a major part, of the total so estimated as needed in fiscal year 1957 would in 
fact be necessary for these purposes in fiscal year 1957. In other words, the 
existence as of March 31, 1956, of substantial unsubobligated, and even more 
substantial unexpended, funds did not indicate a lack of need for any addi- 
tional fiscal year 1957 financing, as suggested by the GAO memo, but, at the 
same time, the actual estimate of fiscal year 1957 financing needs did subse- 
quently prove to have been an overestimate. 

4. Project No. 4, Grain Storage in India (India—No. 86-15-031) : In fiscal vear 
1954, ICA provided $1,339,000 to finance the purchase of grain storage facilities 
to support India’s program of expanding storage capacity. India must increase 
and improve its storage facilities if periodic local and national shortages of 
food grains are to be eliminated. Modern storage of food grains is virtually 
unknown in India. The buildings financed from fiscal year 1954 funds were 
delivered in December 1955, and as of December 31, 1956, expenditures from this 
account amounted to $1,151,000. At about the same time as the delivery of the 
buildings financed from fiscal year 1954 funds, ICA was (a) developing the ma- 
terial for the fiscal year 1957 congressional presentation, which included a $® 
million grain-storage project, and (b) negotiating a supplementary $4 million 
grain-storage project to be financed from fiscal year 1956 funds. Agreement on 
the latter proiect was reached in the spring of 1956 and the funds obligated in 
fiscal year 1956. Subsequently, however, it appeared that the Government of 
India was having difficulty in actually erecting the grain storage facilities de- 
livered in December 1955. It was, therefore, considered inappropriate to make 
additional funds available for the grain-storage program in fiscal year 1957. 
Moreover, when it became clear that India was not meeting the conditions estab- 
lished regarding the erection of the original facilities, ICA advised the Govern- 
ment of India that the $4 million fiscal year 1956 program would have to be 
reduced substantially, and requested that procurement thereunder be cut back 
to $1 million. There does not appear to have been any overprograniing of funds 
in this case since there was no reason to anticipate the extent to which India 
would have the difficulties, in fact subsequently encountered, in obtaining and 
preparing sites for, and in erecting, previously financed grain-storage units. 
Based on the apparent situation then existing, and the known facts as of the 
date the estimate of additional fiscal year 1957 funds was made, the estimate 
appears to have been a reasonable one. 

5. Project No. 5, Rihand Valley Development (India—No. 86—25-020): As of 
December 31, 1956, $6,421,000 in development assistance funds had been obligated 
for this project, entirely out of fiscal year 1954 and prior-year funds and, of this 
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amount, only $10,000 remained unsubobligated. As of the same date $3,715,000 
had been expended. The estimate of a need for $3 million in additional funds 
for river valley development in the fiscal year 1957 request, which is referred to 
in the GAO staff memorandum, is not believed to have indicated any over- 
programing of funds. These funds were intended to cover the cost of various 
types of construction equipment and materials, some of them with long lead-times, 
including earth moving and rock excavating machinery for dam and canal con- 
struction. However, because Congress appropriated substantially less funds 
for use in India than had been requested, it has not been possible to continue with 
this project as planned in fiscal year 1957. 

Mr. Mraper. Now, on No. 2, do I understand that we were spend- 
ing over $5 million on exchange of students between this country and 
Pakistan ? 

Mr. Outy. That figure is not in the document that I have here, 
Mr. Meader. 

Mr. Reppan. $5.2 as of March 31, 1956. 

Mr. Outy. I see. 

Mr. Meaper. The memorandum says total obligations of March 31, 
1956, amounted to $5.2 million. However, expenditures to that date 
were only $900,000 and $2 million were unsubobligated. 

Mr. Harpy. We certainly don’t have the lead-time factor in this 
as we had in the multipurpose dam we were discussing. 

Mr. Onty. No; 1 said I think that this was a case in which the esti- 
mate was poor. Mr. Meader, I didn’t completely answer your ques- 
tion which was: Did we have some $5 million to cover the exchange 
of students between Pakistan and the United States? I think that 
you may have been misled by the title of this project. These funds 
are the funds which are designed to finance contracts which we have 
with five American universities to carry out various types of activi- 
ties in Pakistan, including, in some cases, bringing Pakistani to the 
United States for training purposes, sending a considerable number 
of American university personnel to work with their counterparts 
in various Pakistan universities. As of the moment we have some 
52 college contract personnel in Pakistan under these contracts, and 
various demonstration equipment is also involved. It is not just a 
question of exchange of students as such. 

Mr. Meaper. Mr. Ohly, I don’t know that I want to complain that 
you weren’t able to spend all of that money. In fact, I would like to 
see some of it unspent and go back to the Treasury and maybe we 
will get some tax relief. 

But you said there was a mistake made—a bad estimate. Did 
someone think they could find more professors to send over there 
than they actually could find ¢ 

Was there a shortage in personnel, or what was the reason why you 
were not able to carry out the program that you presented to Con- 
gress? 

Mr. Onty. Well, I think the reason we were not able to carry it out 
was the fact that the contracts were not executed as rapidly as had 
been anticipated, and that the universities themselves in terms of 
getting the exchange program operating, did not get along as rapidly 
as we had expected. 

Now, you want to remember in the case of college contracts—al- 
though I am not sure that this is true as to all of these particular five 
contracts—our usual practice is to make a contrac that covers a 3-year 
period because unless the colleges have the assurance that this program 
is going to be carried along for a reasonable period of time—that is, 
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for some period of 3 years, which is the usual period—it just doesn’t 
make sense to go through with an arrangement of this kind. So 
you & 

Mr. Harpy. Do you have 3-year contracts on intercollege exchange 
programs ? 

Mr. Outy. We have 3-year contracts customarily with universities 
to carry out educational activities in certain selected fields. Those 
activities will include the bringing of people from the host country 
to this country for training, the sending of people from this country 
to work on the host country universities, the setting up of courses, and 
the provision of various informational material and equipment needed 
to carry that out. 

Mr. Harpy. Well, I am impressed by the fact, if Mr. Meader will 
permit, that you had a total of $5.2 million obligated; you had $2 
million unsubobligated—and this is as of March 1956—and you had 
expended only $900,000. ‘Then, you came in here last year for an addi- 
tional $1,203,000. 

Mr. Outy. I said I thought that the people who made the estimate 
last year—and it may not have been a bad estimate at the time—appear 
in retrospect to have been unduly optimistic as to the speed with which 
this particular activity would be carried out. As a matter of fact, I 
am given to understand that the financing needed for this project 
in 1957 will be, instead of the $1,203,000 that was indicated, approxi- 
mately $35,000. In 1958 you will require these additional funds but 
the estimate as to the timing of this need was certainly off. 

Mr. Harpy. Well, of course, that gave you a total of $6.2 million 
for that program after you added last year’s appropriation. 1 am 
assuming that the amount requested in the 1957 budget was granted. 

I don’t know whether it was or not, but it would seem to indicate 
that. 

Mr. Onty. It was one of the projects included in the 1957 presenta- 
tion to the Congress, yes, Mr. Chairman. 

Mr. Harpy. Well, I do think you ought to give us a more complete 
explanation of what did happen on that thing and what the status of 
it is now. 

Don’t you think so, Mr. Meader ? 

Mr. Mraper. Yes. 

(The information referred to appears on p. 161.) 

Mr. Harpy. Would you like to go ahead with No. 4? 

Mr. Meaper. That grain storage in India is particularly interesting 
to me. 

In project No. 4, cited in the GAO memorandum, you asked for 
$3 million for 1957, but on March 31 none of the 1956 funds had been 
allotted and total obligations to March 31, 1956, were $1.6 million, 
and expenditures aggregated $400,000. 

Was that the warehouses in India, Mr. Ohly ? 

Mr. Onty. No: these are grain storage facilities. I think on this 
I had better get the detailed facts for the record. 

(The information referred to appears on p. 162.) 

Mr. Mraper. How about No. 5, the river valley development in 
India? 

Mr. Knox. Before you leave that, can I ask a question? 

Mr. Ohly, on this grain storage project, was this for the housing of 
grain grown in India? 
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Mr. Ouny. I don’t know whether you could limit it to gr ain grown 
in India. India produces grain and India imports grain, ; and I don’t 
think that you could restrict such facilities to one purpose or the 
other. She does have periodic droughts, as you know, and it is impor- 
tant that she have grain-storage facilities. 

Mr. Knox. Was the grain storage program or project developed 
in order to house grain that was being shipped from the United States 
to India as a gift? 

Mr. Outy. Not exclusively for that, certainly, Mr. Knox, because 
we had that large—— 

Mr. Knox. Was it partially projected into the program? 

Mr. Ouny. I beg your par don ? 

Mr. Kwox. Was it partially projected into the program ? 

Mr. Harpy. Maybe it would help if we knew—and maybe you 
know-—when we had that legislation for the big grant of grain to India. 

Mr. Onty. I think that was 1951. It was a loan, actually, not a 
grant. 

Mr. Harpy. Yes; it was a loan, but there was a lot of argument as 
to whether we would give it to them or whether they accept a loan. 
My recollection is that we had some rather stiff arguments on the floor 
about it, and there were some people who felt we were doing wrong 
not to insist that they take it as a gift. 

Mr. Knox. What I was attempting to develop, Mr. Chairman, was 
how consistent we were with the shipment of huge quantities of grain 
into some of the foreign countries when the so-called host country 
had no facilities to take care of it, and was it necesss ary then for the 
United States to set upon a project as is set forth here in No. 4? 

Mr. Onty. Well, I think if India is to deal with the problem of 
periodic shortages of food which have characterized India over a 
period of a ood mi ny years, she must be in a position to do a certain 
amount of stockpiling of grain. She does not, or did not, have the 
facilities for doing that, and this project, as I understand it, was 
designed to assist India in providing that type of facility. 

As you know, we have just recently entered into a 3-year agree- 
ment with the Indian Government for the shipment over those 3 years 
of grain to the aggregate amount of 350 or 400 million dollars, at 
least at CCC prices, and a large part of that grain is designed to make 
it possible for India to have resources to fall back on if she again 
encounters famine conditions. Without grain-storage facilities of 
this kind that problem could not be handled. 

Mr. Knox. Was that the purpose of this project? 

Mr. Onty. No; because this project antedated by considerable time 
any concept that we would have this program under Public Law 480, 
Mr. Knox. 

Mr. Harpy. As a matter of fact, I don’t think we were talking 
about Public Law 480. 

Mr. Ouny. I was with Mr. Knox at that point, Mr. Chairman. 

Mr. Harpy. Because actually, as you say, the grain program to 
India began before Public Law 480, I think. 

Mr. Outy. Well, there was a program back in 1951 during the acute 
famine, and it is also true that from time to time since then our regular 
mutual-security program for India has included some elements of 
agricultural commodities; not great volumes, however. 
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This new program, Mr. Chairman, I spoke of, is one of great 
volume. i 

Mr. Knox. Would this also apply to the country set forth in No. 1? 

Mr. Onty. The problem ? Wek 

Mr. Knox. Not the problem, but is there such a project in the 
country as set forth in No. 1? 

Mr. Outy. I believe there is, Mr. Knox. 

Mr. Knox. I see. We made considerable contribution to that coun- 
try as far as shipments of grain were concerned ? 

Mr. Onty. We have, Mr. Knox. 

Mr. Knox. Yes; we have. 

Mr. Onty. Very substantial. And we will have to continue to do 
so. I think. 

Mr. Knox. That is all, Mr. Chairman. 

Mr. Harpy. Anything on No. 5, Mr. Meader? 

Mr. Meaper. I would just as soon have Mr. Ohly discuss it, if he 
is prepared to do so. 

Mr. Harpy. There is one question I would like to ask on No. 5, 
Mr. Ohly, if you know the answer to it. The GAO memorandum states 
that this river-valley-development project in India is a continuing 
one. It points out that $3 million was programed for fiscal year 
1957 and that total obligations to March 31, 1956, were $7.1 million. 
That brought the total up to $10.1 million. 

Now, my question is this: As a continuing project, how long will it 
continue and what is the total amount anticipated it would take to 
ever complete it, or do we have any idea of completing it? 

That is a double-barreled question. 

Mr. Ounty. I would rather submit that for the record to be sure 
of absolute accuracy, Mr. Chairman. 

(The information referred to appears on p. 162.) 

Mr. Harpy. The only one of these projects that you really had 
studied was No. 1. 

Mr. Mraper. No. 2. 

Mr. Onty. I thought, Mr. Chairman, that what you were interested 
in was the general proposition put out by the General Accounting 
Office that there had been evidence of overprograming rather than the 
specific examples themselves. We are prepared to say that there have 
been evidences of overprograming without necessarily agreeing with, 
or going into a detailed analysis of, each one of the specific projects 
mentioned by GAO. We recognize that this is a problem, and we 
are taking all the steps that anybody can suggest to get hold of that 
Soi to a greater degree than we have been able to get hold of it 

ore. 

Mr. Harpy. I am delighted at that statement. 

Mr. Meaper. Mr. Chairman, I would like to ask Mr. Murphy if, as 
Controller, he has any responsibility over the accumulation of these 
unobligated or unsubobligated and unexpended funds? 

Doesn’t the Controller have any responsibility for seeing that funds 
don’t pile up, and that there is some reasonable possibility that money 
allocated to a project can be spent ? 

Mr. Murpuy. Yes, Mr. Meader, I do; and the steps I have been 
taking in that regard in cooperation with Mr. Ohly and others have 
been first to get the accounting records into shape where this kind 
of information will be available, and then to get tables and other in- 
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formation submitted by the field that will make it possible for us to 
examine these situations in details and highlight the problem areas 
such as these items here. 

Now, the 1958 submission does do this for the first time accurately 
and completely, and while I don’t think that even our 1958 submission 
will be used a hundred percent effectively, and when we come around 
to approve the operational program for fiscal year 1958 we still may 
find some items like this that slipped through. 

I am hoping we would catch them at that stage, and I think that 
the 1959 submission will be handled even more effectively, but my 
efforts up until this fiscal year 1958 submission have been concentrated 
on getting all the accounting records and reports necessary to yield 
this kind of information. 

Mr. Harpy. Thank you. Let’s get back to Mr. Reddan. 

Mr. Reppan. Tied in with this overprograming, let’s consider this 
item on page 8 of the memorandum, which is entitled, “Financial 
Pipeline.” I note that GAO suggests that— 
the data on the financial pipeline of unshipped commodities for each recipient 


country, similar to that contained in the presentation to the Bureau of the 
Budget, be included in the congressional presentation. 


I want to ask you whether or not you think it would be feasible to 
include that type of information in the congressional budget pres- 
entation. 

Mr. Outy. Can I ask Mr. Murphy to speak to that question? This 
is something he has been into in great detail. 

Mr. Reppan. Surely. 

Mr. Mureny. Again, Mr. Reddan, this is a question of degree. Our 
1958 submission, which has been discussed with one of the appro- 
priations committees, contemplates showing for each country pipeline 
information which heretofore has been made available in separate 
tables. We actually expect to grind into the presentation book for 
fiscal year 1958 more pipeline information than heretofore. 

Mr. Reppan. What sort of information would that be, Mr. Murphy ? 

Mr. Mvurrny. Well, for each country we propose to show the open- 
ing pipeline for fiscal year 1957. 

Mr. Reppan. What do you mean by “the opening pipeline”? 

Mr. Murrny. That is the unliquidated obligations as of June 30, 
1956, the new obligations incurred during fiscal year 1957, the actual 
expenditures as of December 31, 1956, the estimated obligations for 
the period January 1 to June 30, 1957, and the estimated expenditures 
for the same period, and the estimated closing pipeline for the amount 
of unliquidated obligations as of the end of 1957. 

Now, we will do this for each country in the presentation books. 
In addition to that, we expect to have, as heretofore, considerable 
additional detailed information which will yield for each country 
information such as is adverted to in the second paragraph there; 
for example, age of the money, what year it was appropriated, how 
much of the unexpended balances, 1956 money, 1957 money, and so 
forth. 

Mr. Reppan. Would that be included in your budget presentation ? 

Mr. Murreny. Well again, I don’t want to split hairs with you, but 
do you mean by that the formal presentation book ? 

Mr. Reppan. That is right. 
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Mr. Murruy. Well now, I don’t think that would be practical, Mr. 
Reddan, because it is very voluminous material, and we have h: ad it 
in previous years and would expect to have it again this year in 
the form of supplemental tables which are available to the committee 
for their review. 

Mr. Reppan. You make up all this material for the Bureau of the 
Budget, do you not, in tabular form? 

Mr. Moreuy. Well, yes, we make it up for the Bureau of the 
Budget. Not the stuff in the second paragraph here. I mean that 
would be entirely too detailed. 

Mr. Reppan. You mean the aging? 

Mr. Murpry. And the individual obligations. My goodness, we 
would have a hundred thousand such items almost at any given time, 
but in summary for each country for the nonproject pipeline we have 
the detail that I just indicated to you and the Bureau of the Budget 
has that available as we do. 

Mr. Harpy. What is the average number of programs you have 
in a country ? 

Mr. Mureuy. Well, we usually have two programs in most coun- 
tries, some only one. In other words, we have a technical coopera- 
tion program in many countries and that is all. 

Mr. Harpy. Just one technical cooperation program ? 

Mr. Murpuy. Yes. And in some countries we also have either 
development assistance programs or a defense support program. 

But program in our terminology, Mr. Chairman, is a very broad 
word. 

Mr. Harpy. I understand that. 

Mr. Morprry. It is the sum total of all projects and actviity. 

Mr. Harpy. I was going to follow that up by inquiring what is 
the average number of 7} projects in a program ? 

Mr. Murrny. Well, we have some 2,000 projects in a year, as a 
round figure. 

Mr. Harpy. Let’s talk about that just, a minute. Do you mean 2,000 
projects in operation or 2,000 new ones ¢ 

Mr. Murpuy. In operation, sir. Some continuing. 

Mr. Harpy. About 2,000 projects in operation ? 

Mr. Mureuy. That would average, you see, something like 30 some 
odd projects per country, but under each project you can have any 
number of transactions. 

Mr. Harpy. And this pipeline data you were talking about, were 
you thinking in terms of giving that data by countries rather than 
by programs : sand by projects ? 

Mr. Murrny. We are talking here, sir, of nonproject assistance, 
which is the commodity importing program. 

Mr. Harpy. Do we have that same kind of information by projects ? 

Mr. Murrny. We have it in our 1958 budget call for those projects 
which on June 30, 1956, had a hundred thousand dollars or more un- 
expended. 

Mr. Harpy. All right. Thank you. 

Mr. Reppan. Mr. Murphy, is it true that the nonproject pipeline, 
that is the unliquidated balances, is usually about the same amount 
as that requested in the budget presentation ? 

Mr. Murruy. Substantially, yes. Sometimes somewhat more, some- 
times a little less, but as a matter of fact, in total for a year, a year’s 
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aid is usually in excess of the pipeline for the closing of the previous 
year on nonproject aid. 

But it depends on which point in the year you take this, Mr. Reddan. 
[f you take, for example, on April 30, I would expect your nonproject 
pipeline would be in excess of a year’s aid but by June 30 usually in 
a year the unliquidated obligations for nonproject assistance doesn’t 
even equal a full year’s aid. 

Mr. Reppan. At what percentage do they usually run? 

Mr. Murruy. Well, I w ould say they usually run in the neighbor- 
hood of 90 percent of the year’s aid. 

Mr. Reppan. Would it be fair to say then that your appropriations 
are running a year ahead of your liquidations? 

Mr. Mourpeuy. In the overall, yes. We have, in the program as a 
whole, worldwide, approximately 1 year’s level of expenditures un- 
liquidated at the close of a given year. 

Mr. Harpy. This nonproject type of aid we are now talking about 
is your commodity programs ¢ 

Mr. Moreny. That is right, sir. 

Mr. Harpy. And in a great many of those cases, you use the so- 
called procurement authorization system. 

Mr. Moureny. That is right, sir. 

Mr. Harpy. What do you do when the economy of the country 
can’t absorb the commodities ? 

Mr. Murpny. Well, the commodities just aren’t purchased, Mr. 
Chairman, and we cancel out the procurement authorizations. You 
see the way this works. 

Mr. Harpy. Do you sometimes make dollar grants to offset them ? 

Mr. Murruy. Yes, sir, the way this nonproject aid works, the im- 
porter in the country has to pay for the goods that are imported i in the 
currency of that country, and the Congress has told us in the law, 
and we have abided by it very carefully, to try to put the maximum 
amount of these imports through commercial channels. 

So the country issues an exchange license to an importer, some- 
times requiring the deposit of earnest money at that time in substantial 
amounts when the importer gets the commodity he sometimes has 
to-—— 

Mr. Harpy. I wish you would send the data to the committee giving 
us current information with respect to this nonproject t aid to Iran, Ww ith 
particular reference to whether or not there is any current problem 
about utilization of your procurement authorizations. 

I had understood they had been accumulating them and could not 
utilize them. 

Mr. Mourrnuy. That is correct, Mr. Chairman, but that situation is 
substantially resolved at the moment. The problem of Ivan is a very 
peculiar one. 

Mr. Harpy. If you will just give us a little information on that 
and bring us up to date I would appreciate it. 

I am thinking now not in terms of this particular hearing. 

Mr. Murruy. I think I may not have competely understood what 
you were asking, Mr. Chairman, whether in a case where it was not 
practical to import commodities through the procurement authoriza- 
tion system, and you had a need for local currencies to use for some 
purpose within the country where cash were given, I think you—— 

Mr. Harpy. We know this is done sometimes. 
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Mr. Murpuy. I want to make sure the answer to that is, “Yes, it is 
done in some cases,” because as you know that is true. 

Mr. Harpy. Yes; as a matter of fact, I had understood some of that 
was done in the case of Iran not too long ago because they couldn’t 
use their procurement authorizations. They were not getting the 
grain over there that they were supposed to get under this program 
and, as a consequence, we made a cash grant. 

Mr. Murreny. That is correct. 

Mr. Harpy. Go ahead. 

Mr. Reppan. With respect to this nonproject type aid, Mr. Murphy, 
I would like to ask you a question about an entry which appears in 
volume II of your presentation for fiscal year 1957. 

This is still classified so I will not identify it further, except to say 
this: 

It appears that you are seeking to generate local currency in this 
particular country in the amount of $25 million. 

It shows a total local currency availability of $46,600,000, and then 
there is a footnote at the bottom of the page that says this: 

This is in addition to equivalent local currency of about $225 million in 
counterpart funds frozen as countermoves against the inflation over the years 
since 1947. 

Ultimate disposition of this local currency has not yet been de- 
termined. I was wondering if you could explain to the subcommittee 
just how that quarter of a billion dollars got into its frozen condition 
there, and what is going to be done with it? 

Mr. Mourpuy. Well, again, Mr. Reddan, in the interest of time, this 
is a very involved subject and I would prefer that I put a statement 
in the record on it, to explain that. 

Mr. Reppan. This would involve too long an answer? We might 
like to ask you some questions—— ( 

Mr. Murpuy. It is very complicated. 

Mr. Reppan. About your explanation 

Mr. Harpy. Well, the question that is involved there, as I under- 
stand it, is, first of all, how did that $225 million worth of local cur- 
rency get frozen and why. Secondly, if you have all that amount 
frozen, why do we need to generate any more by creating a new 
arrangement to provide $25 million additionally. 

Mr. Onty. Well, I think this is a situation in which we will have 
to get up someone familiar with the particular problem in this coun- 
try. I know something about it, but I am not prepared, just on the 
basis of figures read off at this hearing, to answer it. 

Mr. Harpy. I think we would have to respect that situation. 

Mr. Reppan. Is Mr. Murphy familiar with this situation ? 

Mr. Onty. Well, I am familiar with it, too, and so is Mr. Murphy 
generally. 

Mr. Reppan. I mean sufficiently so to testify ? 

Mr. Onty. Not at this moment without refreshing our recollection. 

If Mr. Murphy wants to go ahead on it 








Mr. Harpy. I get the impression that Mr. Murphy wasn’t too sur- 
prised at that question. 

Mr. Murry. I happen to know some of the background of this, 
Mr. Chairman, but as I said, it is very involved and I will try to give 
it to you very briefly, the circumstances that bring this about. 

Mr. Harpy. Just give us a brief outline. 














REVIEW OF THE BUDGET FORMULATION 171 


Mr. Murrny. In the country involved there was a war, there was 
a relief program undertaken after the war. There were destitute 
people all over the country. They were given aid under the ECA 
Act which required that counterpart be deposited commensurate in 
value to the dollar expenditures by the United States in giving that 
aid. 

The government involved found it necessary, with the consent of 
the administrators of the program at the time, to distribute large 
rs of the consumables that were imported to the destitute popu- 
ation on a grant basis, free. 

The result was that the government did not collect in this process 
local currency equivalent in value to the expenditures by the United 
States. 

Mr. Knox. Would you tell us right at that point what percentage 
was given to the indigent people in this particular country ? 

Mr. Morpuy. I couldn’t tell you that, Mr. Knox. I just don’t 
know. 

Mr. Harpy. Let’s get that picture. Those are good questions but I 
think we would like to have this overall picture, if we can get it. 

Mr. Murrny. The result was that in fact the government had to 
borrow local currency to deposit to equal the commensurate value of 
the dollar expenditures. 

These borrowed funds were frozen, first, because to release them into 
the economy at the time would have been inflationary, and, second, 
because it was the understanding at the time, and it was perfectly legal 
at the time, this was before the so-called Hickenlooper amendment was 
introduced in the Mutual Security Appropriations Act, forbid the 
release of counterpart funds to defray government debt, and I believe 
at the time this was anticipated to be a wash transaction. That is, 
they borrowed the money to deposit it and then it was supposed to be 
released back to defray the debt. 

Mr. Harpy. So we knew, in effect, it was going to be a grant? 

Mr. Mourrny. That is correct. 

Now, the Hickenlooper amendment to our legislation was passed 
which said in effect that no counterpart heretofore generated under 
the act could be released to defray government debts or to defray any 
vd expense which if not so defrayed would become a government 

ebt. 

The result was that these funds, by law, became impossible to re- 
lease as originally intended. We explained this whole situation to 
the Congress last fiscal year. We obtained special legislation in our 
appropriation act for fiscal year 1957 to resolve the situation, so that 
the deposits involved are no longer subject to the Hickenlooper amend- 
ment, having been pre-Hickenlooper amendment in origin, if you 
follow me. You see, I told you this was complicated. 

Mr. Harpy. That is all right. You are doing a very fine job of 
explaining it. 

Mr. Murrny. The situation is now resolved, Mr. Chairman, and 
the counterpart may be released to defray the debt which was incurred 
by the Government in the first place, to deposit it, as I say with the 
express consent of the Congress in the matter. 

‘ Mr. =anee Tn any event, it is being shown as an asset of the United 
states ! 
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Mr. Murpeuy. Wait a minute. Excuse me, Mr. Chairman, these 
are not assets of the United States, these are all owned by the other 
country, these counterpart funds. Wedon’townanyofthem. Legal 
title to them vests in the other country by terms of the agreements 
which we have with them. 

Mr. Harpy. What I was trying to say was in no case do they consti- 
tute an asset of the United States. 

Mr. Moureny. That is absolutely correct. 

Mr. Harpy. And any recording of them will disappear insofar as 
any interest that we have in their record is concerned ! 

Mr. Mourpny. That is right, under the legislation which we got last 
year. 

Mr. Harpy. Now, the question allied to that is what was the neces- 
sity for the generation of an additional $25 million under this pro- 
gram? Isthatsimply a part of this nonproject type aid ? 

Mr. Murpny. Yes, sir; that is correct, and it has two causes in fact. 
One is the balance of payments problem to meet a foreign exchange 
requirement of the country, and secondly, a defense budget problem, 
the local currency will be released to help support the military budget. 

Mr. Harpy. And this $25 million will not be frozen ? 

Mr. Mourrny. Yes, sir; it will be programed. 

Mr. Meaper. Frozen. 

Mr. Mourpny. Oh, frozen; no, sir. 

Mr. Reppan. As I understand you, Mr. Murphy, you have now been 
authorized to write this off in effect. 

Mr. Murpuy. That is correct. 

Mr. Reppan. And did I also understand you to say that when this 
aid was given it was known it would have to be given as a grant? 

Mr. Murpny. Yes. It was all grant aid, Mr. Reddan, at the time. 

Mr. Reppan. Was that grant aid authorized by the legislation at 
that time? 

Mr. Mourreny. Yes, sir. We didn’t have any requirement that aid 
be extended on a loan basis until, I believe fiscal year 1952 when Con- 
gress said that 10 percent of the assistance extended in Europe had to 
be extended on a loan basis. 

Up to that time we didn’t have any requirement to make it available 
on loans. 

Mr. Reppan. Didn’t the country, at the time that this grain was 
shipped, have to put up the equivalent in counterpart funds? 

Mr. Murpny. Yes, sir. 

Mr. ReppaNn. Under the act? 

Mr. Morpny. That is right. 

Mr. Harpy. Put it up for what, put it up where? 

Mr. MourpnHy. Deposited in a special account. 

Mr. Harpy. For what purpose ? 

Mr. Mureny. For purposes to be mutually agreed upon between 
that country and the United States. 

Mr. Harpy. For the United States purposes or for the host country? 

Mr. Mourpny. For the purposes of that country. It was not for 
United States purposes. Now, a certain small portion under the 
law— 

Mr. Meaner. Five or ten percent. 

Mr. Murpny. Originally 5 percent and later 10 percent, had to be 
reserved for United States purposes and was so reserved. 
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Mr. Reppan. At the time we entered into this arrangement, did we 
know that the counterpart could not be released ¢ 

Mr. Mvurruy. On that Iam not sure, Mr. Reddan. It is way before 
my time. [ just happen to know something about this because of the 
presentation we had to make last year on it. 

But just what the dealings were at the time, negotiations, it was 
about 1949, I guess- 

Mr. Harpy. I take it at that time it was thought it could be released 
to pay off a debt? 

Mr. Murrny. It was legal and proper to do that at the time. 

Mr. Harpy. There wasn’t really very much point in collecting 
them in the first place and making them deposit them if you are go- 
ing to let them have it to pay back the same people that they bor- 
rowed them from. That was the real purpose of that. That was sort 
of a fictitious proposition ; was it not ? 

Mr. Murrtry. Yes, I believe so, Mr. Chairman, when you consid- 
ered that they borrowed it really from themselves. 

Mr. Harpy. They borrowed from themselves ? 

Mr. Murery. That is right. 

Mr. Harpy. With the full expectation they were going to use them 
pay them back ? 

Mr. Mureuy. That is right. 

Mr. Harpy. And then we come along, the funds are frozen, and 
can’t pav themselves back. 

Mr. Murprry. That is right. 

Mr. Harpy. Well, that is a funny sort of arrangement. 

All right, Mr. Reddan. 

Mr. Reppan. I would like to take up now the items listed under 
the heading “Nonproject Type Aid” on page 6 of the GAO January 
1957 memorandum. 

The GAO has suggested five items of information not included in 
the 1957 presentatica which they believe should be included in future 
presentations on major projects. I should like to take up each sug- 
gestion individually. 

No. 1 is the year in which the project was initiated. GAO says 
they feel that that is important for many purposes, and I would like 
to ask you, Mr. Ohly, if you agree that that information could be 
included. 

Mr. Onry. Are you limiting this to major projects? 

Mr. Reppan. That is right. 

Mr. Oury. If you want to ask specific questions, I would be glad 
to answer them, but I think Mr. Hollister said he would be glad to 
provide the five tvpes of information specified here for major projects. 

Mr. Harpy. Did we get Mr. Hollister’s comment on all five items? 

Mr. Reppan. Mr. Hollister’s comments were very general. 

Mr. Harpy. If we didn’t get specific comments, let’s see if we get 
them now. I don’t like to have these things hanging around loose. 

It seems to me that maybe Mr. Hollister did hedge a little bit on 
1 or 2 of these things. 

With respect to major projects, which of these suggestions by GAO 
is impractical to include in your presentation ? 
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_ Mr. Onny. Well, up to a point, I believe, that information could be 
included on all five of these. 

Mr. Harpy. Let’s leave out “up to a point.” Let’s go as far as we 
can without exception, because when we get into exceptions, we get 
bogged down. 

Let’s take items 1, 2, and 3. If you talk about monetary share of 
recipient countries, if you talk about cash consideration, you would 
agree with Mr. Hollister that that could be provided. 

Mr. Onty. I would think that could be provided. 

Mr. Harpy. And items 1 and 2, without reservations ? 

M. Onty. Yes; without reservation. 

Mr. Harpy. All right now, what are your reservations on No. 4? 

Mr. Outy. We believe we could supply it on No. 4. 

Mr. Harpy. Well, that is fine. What reservations are there on 
No. 5? 

Mr. Ouny. Well, No. 5, I think, depends upon—this is principally 
why I made my reservation before—the extent to which you go into 
all of these things in a narrative which could, I suppose, become quite 
lengthy. I don’t know how valuable it would be to go into it at great 
length. 

Mr. Harpy. I think I would have to agree with that observation. 
Most people could go on ad infinitum on each project on that particular 
thing. 

Mr. Outy. As you know, I personally expressed some reservations 
as to whether it would not take more time than it was worth, but Mr. 
Hollister specifically indicated that he felt that it was useful, and 
could be provided. 

Mr. Harpy. I certainly am glad he and I agree, even if we are in 
disagreement with you. 

However, on No. 5, I don’t believe there is any necessity to belabor 
that. Within practical limitations it seems to me that that one should 
be applied. 

I do recognize that there would be practical problems involved. 

Mr. Onty. Yes, there would be. I think, as Mr. Murphy points 
out, that if we do this at all, we would want, without being verbose, 
to tell as complete a story under item 5 as possible. It has been 
our frequent experience that information on tables may make 
it look as though a project was not lagging or was lagging when, if 
you were to go into the thing more carefully, you would find this was 
not the case. That explanation ought to be included, so that people 
aren’t misled as to what the real situation was. 

Mr. Harpy. I think it would be helpful if it were concise and clear. 
But just as a means for somebody to expound some pet theory or 
idea, it wouldn’t be helpful. 

Mr. Meaper. I was going to ask Mr. Rabel what he thought of 
item No. 5 and what he thought that they should include. 

Mr. Rasex. Well, Mr. Meader, we didn’t think of any generalities, 
as was brought out here. We thought of some specific facts. If the 
presentation would show an accumulation of prior year’s funds, that 
certainly would call for an explanation and we would visualize, say, 
a short sentence explaining why in the light of such prior year’s 
accumulation additional funds are still needed, problems of that 
nature. 
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Mr. Meaper. For example, in this intercollege exchange, you would 
expect, where it appeared there was a lot of unobligated money, that 
they would have a footnote or something saying, well, we couldn’t 
find the professors or the universities couldn’t get under way in time 
or something, is that what you mean ? 

Mr. Rasex. That is right; or it would explain the unused $5 million 
is, say, for five different fields of scientific endeavor while the fund 
requested for 1957 would be for another additional field. 

Mr. Meaper. In other words, you had in mind that item No. 5 
would explain a question which was raised by information presented 
in the other four items that indicated unusually large amounts of 
unobligated money were piling up. 

Mr. Rape. Yes, that isa good illustration. 

Mr. Harpy. Well now, it seems to me that it would be a highly 
desirable thing if, to the extent possible, you could apply No. 5 to 
clearing up questions that would automatically be raised on your 
presentation of items 1, 2,3, and 4. It would be very helpful. 

Mr. Onty. I think it should do that. 

Mr. Harpy. Well, I think that would be fine. Go ahead, Mr. 
Reddan. 

Mr. Reppan. I would now like to direct your attention, Mr. Ohly, 
to the heading “Other costs” on page 9 of the GAO memorandum. 
GAO has pointed out that in certain instances “Other costs” consti- 
tutes a very sizable portion of the total aid program for a country. 
GAO suggests that, since there is no breakdown other than the very 
broad designation of development assistance or defense support, it 
would be well to give a further breakdown so that we would know 
what those funds were being used for. 

They list a number of items there, but in view of the shortness 
of time, and since you are going to submit certain information on this 
subject to the committee, I don’t think it is necessary for you to take 
each one separately. If you wish to comment specifically on any of 
these items, you can do so at the same time you submit this informa- 
tion for the record. 

Mr. Onty. I think I testified on all of these examples on Friday 
with possibly one exception, indicating that some of the examples 
were valid examples, whereas some of them were not valid examples, 
but stating that in any event the point that was being made by the 
General Accounting Office was a good point; namely, that anything 
of substantial amount that is labeled as “Other costs” ought to be 
explained, not necessarily by a separate column, but by a footnote 
or narrative description, or some other method that makes it clear to 
people looking at the document as to what it is. 

Mr. Harpy. I don’t recall that we had an item by item discussion 
on these previously, did we? 

Mr. Meaper. We had some discussion on Guatemala. 

Mr. Outry. Guatemala, Vietnam, Egypt 

Mr. Reppan. We can check the record and any place the informa- 
tion is not sufficient we can ask Mr. Ohly to submit further data for 
the record. 

Mr. Harpy. The declassified portion of the tabulation is in the 
record; and I think we also need in the record an explanation of any 
of these specifics that have not been fully covered in the record. I 
won’t undertake to do it here now. 
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Mr. Outy. Would you prefer to have inserted at this particular 
point in the record a statement that is keyed in with the submis- 
sion rather than just relying on my prior testimony ? 

Mr. Harpy. Well, I think your prior testimony is probably going 
to be inadequate to cover them all anyhow. So I think we should 
have the thing all tied together. 

Mr. Outy. I am sure it doesn’t cover every one of the countries, 
Mr. Chairman. é 

Mr. Harpy. In view of the fact we are going to put this in the 
record we ought to have an explanation of the whole business. 

Mr. Reddan, will you undertake to work with Mr. Ohly on the 
detailed information for the record ¢ 

Mr. Reppan. All right. 

Mr. Ounry. I might say that I would like to go beyond the sugges- 
tion of the General Accounting Office. I think that an explanation 
should be included not merely where the “Other costs” represent a 
substantial proportion of the total program but wherever the “Other 
costs” are substantial. 

Mr. Reppan. I would be in complete agreement with that. Wher- 
ever the amount is substantial it ought to be broken down or there 
should be an indication of what it is. 

(The information to be supplied is as follows :) 


INTERNATIONAL COOPERATION ADMINISTRATION’S COMMENTS ON THE GENERAL AC- 
COUNTING OFFICE FINDINGS WitTH Respect To ITEMS OF “OTHER COSTS” IN THE 
BUDGET PRESENTATON 


All of the material cited by the GAO staff memorandum under the subject 
“Other costs” reflects data taken from particular pages of the fiscal year 1957 
congressional presentation book and, in each instance, involves the allegations 
that particular figures listed in a column entitled “Other costs” in a table in 
the fiscal year 1957 congressional presentation books showing, by major activity 
fields and major cost components, past (fiscal year 1955), present (fiscal year 
1956), and proposed (fiscal year 1957) levels of development assistance or de- 
fense support aid for a specific country (@) were not further explained (“The 
information did not clearly describe the nature or purposes of these costs’’), 
and (6) should have been explained. 

1. Guatemala.—The items listed for fiscal years 1955, 1956, and 1957 as “Other 
costs” on the table referred to by the GAO memorandum were not properly iden- 
tified on the particular table in the fiscal year 1957 congressional presentation 
book, and should have been. The “Other costs” items were largely comprised 
of local costs for financing payrolls, contracts, and miscellaneous services to 
supplement foreign currency costs financed by IBRD for the Atlantic, Pacific 
Slope, and Quetzaltenango-Retalheleu (in 1956) highway projects; and local 
labor, contractual services, and some supplies and equipment for rural develop- 
ment projects. They were largely handled as cash transfers for the procure- 
ment of local currency. However, reference to page 175 in the project book 
for the fiscal year 1957 presentation would have largely identified these items, 
and the past, present, and projected programs for Guatemala were very fully 
discussed in the oral presentation before the House Foreign Affairs Committee. 
Moreover, the fiscal year 1956 congressional program presentation book had re- 
ported on the fiscal year 1955 program and had dealt with the then planned 
fiscal year 1956 program, a program subsequently increased by the Congress. 

2. Haiti—In the case of Haiti, the figures listed in the column “Other costs” 
in the table in question in the fiscal year 1957 congressional presentation book 
related only to fiscal years 1955 and 1956, since no development assistance pro- 
gram was proposed for Haiti for fiscal year 1957. Even though no new funds 
were proposed for fiscal year 1957, the earlier figures, since they were in fact 
included, and were in the nature of an accounting, should have been, as they 
were not, properly explained. However, the fiscal year 1956 congressional 
presentation book (vol. III, p. 447) had explained in detail the nature and 
purpose of the fiscal year 1955 expenditures here referred to, although it had 
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not explained, and could not, because at the time no fiscal year 1956 program 
had been planned, have explained the nature of the fiscal year 1956 expendi- 
tures which were subsequently made. The amount for “Other costs” for fiscal! 
year 1955 includes $390,000 for ocean freight to transport agricultural surplus 
commodities granted for famine relief under title II of Public Law 480, and the 
remainder for local labor and services provided through the emergency assist- 
ance granted after Hurricane Hazel. Of the amount for “Other costs” for 
fiscal year 1956, $2,475,000 was raised to the Haitian Government under Export- 
Import Bank controls to continue irrigation construction work and provide for 
United States contract consultants for the Artibonite Valley project for which 
the Export-Import Bank has loaned $27 million. The remainder was utilized 
primarily for local labor costs for other irrigation and for access road projects. 

3. Jordan—In the case of Jordan, the figures listed in the column “Other 
costs” in the table in question in the fiscal year 1957 congressional presentation 
book are not specifically explained on the face of this table, and should have 
been. However, reference to the other tables and to the narrative in the same 
volume will give a general description of the whole program which had been, 
and was being carried out in fiscal years 1955 and 1956 in Jordan and which 
was covered by “Other costs,” and in the case of fiscal year 1957, the year for 
which funds were being requested, a detailed description of the character of 
these “Other costs” is to be found in the project volume of the fiscal year 1957 
congressional presentation book at pages 45-46. There follows, for the benefit 
of the committee, except in the case of the fiscal year 1957 figure, which is 
classified, but as to which a separate classified submission can be made if de- 
sired, a description of the “Other costs” involved. The amounts shown consti- 
tute the local currency costs needed for developmental projects. The major 
portion of these costs are used for local labor and local contractual services for 
the roads, land and water resources development, and afforestation and water- 
shed protection projects. Funds are also used for some local supplies and equip- 
ment as well as for the operation and maintenance of equipment. For fiscal 
years 1955 and 1956, local currency requirements for the different projects were 
as follows: 


Number | Project | Fiseal year Fiseal year 
1955 | 1956 
Si etieanlienlinthd dnisdiclntansiotineectctictcdaDibaia ial inetd ahensiheasellaci 
78-12-052 | Land and water resources development $350, 000 
78-17-056 | Afforestation and watershed protection j $385, 500 563, OO 
78-23-070 | Development of small industries 100, 000 100, On 
78-31-053 | Roads age 2, 119, 000 2, 312, 000 
78-55-073 | Rural sanitation ; 108, 900 
782-063 | Kadoorie Agricultural School____ 295, 500 |.....- 
78-4 -074 | Bedouin education . 60, 00K 
78-61-04 | Community development loans and grants 700, 000 100, OO 
ees ck uti eS. Rida cee 3, 600, 000 3, 593, 90 





Fiscal year 1955: Local currency for fiscal year 1955 was obtained through a 
triangular trade transaction—United States coal shipped to the United Kingdom 
and the sterling generated from the sale of the coal were converted into Jordan 
dinars. 

Fiscal year 1956: In fiscal year 1956 it was planned to generate the local 
currency requirements by converting dollars directly to dinars because of (@) 
the extreme difficulties experienced in the execution of our previous commodity 
import program, and (b) the fact that no workable triangular trade agreement 
could be arranged. 

4. Egypt.—In the case of Egypt, the only figure involved is one of $54.6 mil- 
lion for fiscal year 1956 in the column “Other costs” in the particular table in 
the fiscal year 1957 congressional presentation book. Although there was no 
entry in this column for fiscal year 1957, the year for which funds were being 
requested, the fiscal year 1956 figure should probably have been specifically 
explained. However, it should be noted that it was common public knowledge. 
and the accompanying narrative clearly describes (vol. II, p. 177) that these 
other costs represented the proposed United States participation toward financ- 
ing the initial phases of construction of the high Aswan Dam. Under the 
agreement in force at the time of the presentation (March 14, 1956), the IBRD 
was to provide a loan of $200 million conditioned on the grant of the United 
States-United Kingdom $70 million. 


91999—57 -13 
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5. Iran.—In the case of Iran, the figures involved are those for fiscal years 
1955, 1956, and 1957 in the column “Other costs’ in a particular table (in fact, 
in two specific tables) for [ran in the fiscal year 1957 congressional presentation 
book. While it should be possible from an examination of the total material 
for Iran in this book to reconstruct the character of these costs, this would be 
difficult for the average reader to do, and the particular tables certainly fail to 
identify, as they should have identified, the nature of these ‘other costs.” The 
nature of these “other costs” is described below, except that, because it is still 
classified, the figure for fiscal year 1957 has been deleted. The $42,800,000 
shown for “other costs” in fiscal year 1955 consisted of $30 million, a cash loan 
for budgetary support, and $12,800,000 for the generation of rials which were 
acquired through financing imports of commodities. The $35 million “other 
costs” entry shown in the fiscal year 1956 congressional presentation represents 
rial purchases in fi cal year 19% attributable to budgetary support. Of the 
total amount, $12 million were utilized for documented imports (i. e., to pay for 
sight drafts on flow items procured by Iranian importers) and $23 million were 
made available by cash transfers. The amount for “other costs” in the con- 
gressional presentation for fiscal year 1957 was, originally, estimated as the 
possible fiscal year 1957 requirement for budgetary support. However, Iranian 
efforts to achieve a balanced budget through improving the Nation’s indigenous 
revenue resources have made it possible to propose to discontinue budgetary 
support in fiscal year 1957. As a result, it is possible to include in the program, 
in lieu of such budgetary support, aid for projects directly related to economic 
development and designed to strengthen the economy. 

6. Vietnam.—In the case of Vietnam, the figures shown for fiscal years 1£%5, 
1956, and 1957 in the column “Other costs” in the particular table for Vietnam 
in the fiscal year 1957 congressional presentation book are, in our opinion, ade- 
quately identified by the footnote and further described in the narrative. Ref- 
erence to the fiscal years 1955 and 1956 congressional presentation books indi- 
cates that the character and purpose of these “other costs” for those years was 
fully dealt with in those books. In other words, unless we misunderstand the 
reference in the GAO memorandum, this particular illustration of the general 
point properly made in that memorandum is not a valid one. However, for 
the benefit of the committee, the following capsule information as to these 
“other costs” in Vietnam is supplied. 

The $127,600,000 for fiscal year 1955 included $77 million for military budget 
support and $39 million for refugee (exodus) program in the form of direct dollar 
transfers for the generation of local currency; and $11,600,000 payment to the 
Navy for the sealift operation under the refugee program. The estimated $42 
million for fiscal year 1956 subsequently was revised to $32 million, which included 
$25 million for military budget support and $7 million for refugee program in 
the form of direct dollar transfers for the generation of local currency. The 
amount originally programed for fiscal year 1957 under “Other costs” and planned 
for direct dollar transfer for generation of local currency for military budget 
support is still classified. However, to date no such transfers have been necessary 
because generation of local currency has been fast enough to meet requirements. 
Although it may be necessary to make some small transfer before the end of the 
year, such transfer is not now anticipated. 

In order to finance the local costs of the Vietnamese armed forces, the re 
habilitation and development effort, and the refugee program, local currency has 
been provided through the sale of commodities imported under the defense sup- 
port program. In the course of establishing import procedures for the new nation 
and expanding the assistance program, inflows of salable goods were not as rapid 
as required to provide the requisite local currency. Consequently, it was neces- 
sary at times to meet emergency requirements through the provision of piasters 
in advance of the actual sale of commodities. However, as generation of local 
currency under the normal procurement authorization process improved, the 
need for direct cash transfers has decreased. The amounts indicated for the 
refugee cash transfers has decreased. The amounts indicated for the refugee 
program were required to finance the movement of refugees from North Vietnam, 
to furnish them subsistence, and to assist in their resettlement in free Vietnam. 


Mr. Reppan. Mr. Ohly, I have just two other items here: The first 
one is on page 10 of the GAO memorandum, dealing with local cur- 
rencies. GAO observes there that the congressional presentation for 
1957 did not include any data on local currencies programed or 
expected to be programed to ICA from proceeds of Public Law 480 
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sales. Can you tell the committee the dollar amount of these funds 
which ICA received in 1956 in countries where an aid program was 
in existence ? 

Mr. Outy. I thought—did I not give you that, Mr. Reddan? 

Mr. Reppan. No. 

Mr. Outy. I had that figure. 

Mr. Harpy. You can get those figures. 

Mr. Onty. I will be very glad to supply it for the record, but let 
me just say by way of a preliminary remark, since I believe this 
explanation should appear here in the record, that local-currency 
availability under Public Law 480 sales may be given in various ways. 

At any one time you may have an agreement with a country under 
which the local-currency proceeds from the sales under that agreement 
are eventually going to be allocated to the use or control of ICA. 

It may be a year, it may be 18 months, or it may even be 2 years 
before those sales finally take place and the local currency actually 
becomes available for use in the program. 

So, I would like to ask whether you mean, Mr. Reddan, the actual 
availability for use? 

Mr. Reppan. Yes, availability for use. 

Mr. Outy. During 1956, of local currency, local currency actually 
on hand ? 

Mr. Reppan. That is right. 

(The information requested follows :) 


INTERNATIONAL COOPERATION ADMINISTRATION COMMENTS WITH Respect To 
GENERAL ACCOUNTING OFFICE’S SUGGESTIONS ON INCLUSION IN THE BUDGET 
PRESENTATION OF INFORMATION ON PusLic LAw 480 Funps 
Based on the Treasury report entitled “Status of Funds Under Agreements 

Entered Into Pursuant to Public Law 480, Agricultural Trade Development and 

Assistance Act of 1954, as of June 30, 1956,” the following amounts of Public Law 

480 local currencies were actually transferred to ICA account during fiscal year 

1956 with respect to countries in which the United States was conducting eco- 

nomic (as contrasted to technical and military) aid programs (figures in United 

States dollar equivalents) : 


Greece________- ss scons sc las Seibel cea" i ak Rl sieht 6, 166, 667 
eves teimcmmmetincad 15, 356, 666 
21, 523, 333 
Sased on the same source, the following amounts were transferred to ICA 
account during fiscal year 1956 with respect to countries in which the United 
States was conducting technical cooperation and military assistance programs, 
but no economic-aid programs, during fiscal year 1956 (figures in United 
States dollar equivalents) : 


ORG icoicicsictatinisheseesnnctiobwcstincetttinietins cine nama winds 102, 640 
PU cts vttisisccictcnctbacs bitigipthaadiateinie aa bintsamlties edict laeblciies iscelhlpichiaigiiagttiin 57, 787, 280 
Peru 


Ripa deena Meeps 2, 630, 000 


60, 519, 920 
If apportionment figures of the Bureau of the Budget are used, the figures 
would be somewhat different, because the following steps take place between the 
time the Bureau of the Budget apportions these local-currency funds and the 
time the cash transfer is reflected in a Treasury report: 
1. ICA notifies its missions of the apportionment. 
2. The mission requisitions the cash from Treasury. 
3. The Treasury transfers the cash. 
4. The Treasury disbursing officer transfers the cash and then reports back 
to Washington. 
5. The Treasury reflects this transfer on its ensuing report of cash trans- 
fers. 
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On the apportionment basis, the figures for the foregoing countries would be 


as follows: 


i aes Soon 5 Od. halen one emee kenely ela aa alsin eee 483, 01S 
I RA k sag a oe Ba ee ee eae ea eaten 6, 750, ODO 
deppmeat bio ined. Uh Le ae a ee bn dathinets __. 15, 356, 666 
ONE Shc> Bie 3 Sk cae sconces bee Lhe weeiccas ae nicciges Cststinig ne “Oy I, VOO 
ear care a a i el i a 4, 400, OOO 


The following represents a very brief summary of some of the major steps 
which are customarily taken to make sure that (a) probable future sales under 
Public Law 480 and (0) the present and anticipated availabilities of local cur- 
rencies from past or probable future sales under Public Law 480 are fully taken 
into account in (i) developing mutual security budget estimates with respect t 
required mutual security aid and (ii) the actual implementation of the mutua! 
security program once Congress has appropriated funds: 

A. The initial program guidelines, issued at the time of the annual budget call, 
in addition to stating these general rules, prescribes in detail how the problem 
is to be handled and call for extensive information with respect to past and 
prospective Public Law 480 sales and local currency availabilities. These guide- 
lines are distributed widely to interested Washington offices and are made avail- 
able in considerable numbers to each overseas mission and embassy. The rele- 
vant excerpt from the fiscal year 1958 guidelines reads as follows: 

“(1) The relationship between the mutual security program and Public Law 
480 extends not only to that aspect of Public Law 480 which is designed to 
accelerate development and increase consumption but also to any Public Law 480 
transaction including, among others, those designed to build up stocks, meet 
famines, regain the United States share of the market, etc. 

(2) It is necessary to take account of this close relationship, and to assess 
its impact upon mutual security requirements when developing the budget year 
(fiscal year 1958) program. During the current year (fiscal year 1957) it will 
only rarely be possible to use Public Law 480 transactions to meet requirements 
which would otherwise have to be met, if at all, from mutual security program 
funds. Therefore if the mutual security programs are adjusted to take account 
of Public Law 480 transactions, it will have to be done during the period in which 
the fiscal year 1958 program is being developed. 

(3) Public Law 480 transactions may have any one of three effects upon the 
mutual security program requirements for fiscal year 1958: 

“(a) First, to the extent Public Law 480 resources fully substitute for 
mutual security program requirements, the estimates of such requirements 
should be reduced accordingly. This reduction is a function of (1) local 
currencies generated or expected to be generated as a result of Public Law 
480 sales agreements and (2) commodities which will be provided under 
Public Law 480 sales agreements. 

“(b) Second, if the level of the mutual security program for a country 
cannot be reduced as a result of a Public Law 480 program without harm 
to our objectives, it may be that United States interests will be served by 
adjusting the composition of the mutual security program, for example, by 
decreasing the imported saleables component and increasing another com- 
ponent. 

“(c) Third, in some instances, a Public Law 480 program may be under- 
taken with certain developmental activities in mind, which may create such 
a large requirement for foreign exchange, in order to implement such 
projects, that in order to take advantage of an opportunity to make a major 
gain toward the achievement of our objectives it will be necessary and ad- 
visable to increase the mutual security program illustrative figures for such 
country. 

“(4) At each successive stage of review of the mutual security program sub 
missions, these tests of the mutual security program requirements should be 
made: 

““(a) Is it necessary to provide, in the mutual security program, surplus 
agricultural commodities in the amount proposed, taking into account future 
deliveries of such commodities from (i) multiyear sales agreements signed 
or anticipated to be signed in the current year and (ii) sales agreements 
anticipated to be signed in the budget year? 

“(b) Taking into account the Public Law 480 programs enumerated in 
(a) above, and any foreign exchange relief which such programs may afford 
the recipient country, is it necessary to provide in the mutual security pro 
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zram in the amount proposed nonsurplus agricultural commodities which are 
designed to cover foreign exchange deficiencies of the host country? 

“(c) Taking into account the local currency accruals under Public Law 
480 sales agreements previously signed or anticipated to be signed through 
June 30, 1958, is it necessary to provide in the mutual security program in 
the amount proposed, imported salables for the purpose of producing local 
currencies? 

“(d) Taking into account the opportunities for development resulting from 
Public Law 480 transactions, is it necessary, and if so, is it in the United 
States interest to supply additional foreign exchange (in excess of that which 
would otherwise have been proposed) in order to capitalize upon such oppor- 
tunities? And if so, can this be supplied by changing the composition of the 
mutual security program, by calling upon nonmutual security program for- 
eign exchange, or must it be supplied by a net addition to the mutual security 
program for such country? 

“(5) In applying these tests certain basic rules should be kept in mind: 

“(a) Either the commodities shipped under Public Law 480 or the local 
eurrency proceeds therefrom or a combination of both may substitute for 
mutual security program requirements, depending upon the nature of the 
justification for the proposed mutual security program. 

“(b) To the extent that a Public Law 480 transaction substitutes for 
mutual security programs, the latter should be reduced. In making this 
judgment, reference should be made to the answers to the questions raised 
in III-B above about the purposes which the mutual security programs are 
intended to accomplish. For example, if these purposes are political and 
the Public Law 480 transaction has an economie effect only, the Public Law 
480 transaction does not substitute for the mutual security program. 

“(e) In order to relate Public Law 480 local currencies to the mutual- 
security program, programers should consider (i) the backlog of unutilized 
local currencies expected to be available in fiscal year 1958 and (ii) the 
local currencies estimated to be derived from fiscal year 1957 and fiscal year 
1958 sales (or where applicable, title II) transactions. In order to relate 
Public Law 480 commodities to the mutual-security program, programers 
should consider sales agreements estimated to be signed in fiscal year 1958 
only. This means that assumptions will have to be made as to the Public 

saw 480 sales transactions which will take place as far away as fiscal year 
1958. In order that these assumptions can be reviewed at each successive 
stage, they should be clearly stated. 

“(d) For purposes of making this interrelationship between Public Law 
480 and the mutual-security program, the following assumption should be 
made: 

(1) fiscal considerations will not generally inhibit the making of as 
large a sales agreement in any given country as might be indicated by 
other considerations ; 

(2) the United States Government will make a more concerted effort 
than in the past to use title I of Public Law 480 transactions as a device 
for increasing consumption and accelerating economic development ; 

“(3) to this end, consideration will be given to using the local cur- 
rency proceeds of sales for the benefit of the host country in higher 
proportion than was generally the case previously ; 

(4) consideration will be given to engaging in long-term agreements 
of up to 3 years with the usual caveat about the availabilities of such 
commodities in surplus supply at the time of their delivery ; 

“(6) The above discussion on substituting Public Law 480 for mutual-security 
program funds applies only to the nonmilitary portion of the MSP. Ordinarily, 
where it proves possible and advisable to use local currencies to procure things 
which would have been procured from the mutual defense assistance appropri- 
ation, it is assumed for purposes of this exercise that the latter appropriation 
will be used to reimburse the CCC account in the Treasury for currencies so 
used.” 

In addition, tables and other submissions which are prescribed for submission 
with each country program call for specific information or estimates covering: 
(a) past and assumed future Public Law 480 sales: (6) Public Law 480 cur- 
rencies then available and expected to become available through such sales, and 
the timing of their availability; and (c) anticipated uses, insofar as these can 
be forecast. 
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B. The programs as developed in the field missions are reviewed in Washing- 
ton, and one part of that review consists of its examination by the Office of Food 
and Agriculture of ICA, which is in turn in constant touch with the Depart- 
ment of Agriculture and persons in the Department of State familiar with for- 
eign agricultural and trade matters. The judgments of this office, and of the 
agencies with which they work, and all aspects of Public Law 480 assumptions 
are made available to, and discussed with, the several regional programing offices 
for use in framing their final proposals, as well as to Mr. Hollister; and any dif- 
ferences of view on this point will be noted in the programs finally transmitted 
to Mr. Hollister. The importance of a very careful review of these matters was 
emphasized by the Director of ICA in final instructions from him governing the 
final Budget Bureau program submissions. One of the relevant excerpts reads 
as follows: 

“2. Special emphasis on certain problems.—In preparing the programs to be 
submitted, and in the submissions themselves where appropriate, I wish special 
attention to be given to two problems that greatly concern me. The first prob- 
lem relates to the extent to which Public Law 480 transactions, or the local cur- 
rencies derived therefrom, are really taken into account in developing our aid 
proposals. I want to be sure that they are fully and realistically taken into 
account in preparing the fiscal year 1958 programs, and at the hearings I will 
wish to learn why, in some countries where large Public Law 480 programs are 
operative, it is not possible to limit increases in, to reduce, or further to reduce, 
our mutual-security program.” 

C. In the extensive budget hearings conducted in ICA by the Director of ICA 
following receipt of the refined program proposals from the various regional 
programing offices, and in which, in addition to representatives of all interested 
ICA offices, representatives of the Bureau of the Budget, the Treasury Depart- 
ment, the USIA, the State, and other intersted agencies particpate, the validity 
and implications of assumptions made with respect to Public Law 480 are 
examined and discussed, usually on a country-by-country basis. At this point 
any differences of view on such assumptions among the program offices, the 
Office of Food and Agriculture (ICA), and the Department of State can be fully 
discussed. 

D. The Office of the Deputy Director of ICA for Program and Planning, in 
preparing final staff recommendations to the Director of ICA with respect to 
the level of funds to be requested by him for the ensuing fiscal year, and staff 
account in preparing the fiscal year 1958 programs, and at the hearings I will 
of the Bureau of the Budget and of the Secretary of State in making compa- 
rable recommendations to the Director of the Bureau and the Secretary of State, 
have available to them all of the foregoing information concerning, and nor- 
mally take into account and make assumptions concerning the past and pro- 
spective Public Law 480 transactions and local currencies flowing therefrom. 

E. The Director of ICA, the Secretary of State, and the Director of the 
Bureau of the Budget normally have available to them, when they reach the 
decisions required of them concerning the total request for funds to be pro- 
posed to the President for inclusion in his budget for mutual-security purposes, 
the key information and basic assumptions concerning Public Law 480 which are 
referred to above. 

F. When a decision has been reached by the President as to the 1-line figure 
to be included in his budget estimates for mutual-security programs for the 
ensuing fiscal year and the programing problem becomes one of developing 
refined programs for congressional presentation within the ceiling of this 1-line 
figure, program offices are required to reexamine and refine their previous pro- 
gram proposals in the light of, among other things, Public Law 480 sales and 
local currency prospects. For example, the formal instructions from the Direc- 
tor of ICA directing the preparation of fiscal year 1958 programs for congres- 
sional presentation contained the following provision (the reference to part 
IV-E-1 of the August 17 memorandum is to the material quoted under para- 
graph Aabove): _ 

“PD. Assumptions and guidelines with respect to agricultural surpluses: 

“1. The assumptions and guidelines contained in part IV-E-1 of my memo- 
randum for the directors of United States operations missions, dated August 
17, 1956, and entitled “Development of the Fiscal Year 1958 Mutual Security 
Program” with respect to (@) the inclusion of agricultural surpluses in the 
fiscal year 1958 mutual-security program and (6) the relationship of past and 
projected Public Law 480 transactions, and the local currencies deriving from 
certain of those transactions, to the development of the mutual-security pro- 
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gram, will apply in making the distribution of funds called for in II-B above 


and in the subsequent development of programs for the congressional sub- 
mission. 


“2. In order to assure that the proposals for the use of agricultural surpluses 
under section 402 and under Public Law 480 for each country are reasonable 
from the program, the political, and the commodity points of view, and that the 
totals under each program are reasonable, each regional ICA office, after con- 
sultation with its counterpart regional office in State, will work with S/FOOD 
in the development of joint recommendations as to the amounts and types of 
agricultural commodities which should be illustratively programed or assumed 
for each country showing section 402 illustrative programs and Public Law 480 
title I sales assumptions and planned uses of currency (by pertinent subsections 
of sec. 104) for both fiscal years 1957 and 1958. S/FOOD will assemble these 
joint views and submit them to DD/P at the earliest possible time but not later 
than March 1, identifying any disagreements which might still exist. As soon 
as possible thereafter, I will issue an appendix to this document containing the 
section 402 amounts to be illustratively programed and the Public Law 480 
fiscal years 1957 and 1958 assumptions to be made.” 

G. Following appropriations action by the Congress, when it becomes necessary 
to develop final operating programs within the appropriations allowed, program- 
ing offices are required to prepare such programs, taking into account the latest 
information with respect to Public Law 480. 

Mr. Reppan. My next question with respect to that is: To what 
extent are these funds taken into account in developing aid programs 
or proposals ? 

Mr. Onty. To the extent that one can estimate the sales that will 
take place in a future year, and the local-currency proceeds that will 
become available in that year, either from prior sales or from new 
sales, those sales and those local currencies are taken into account 
in framing the estimates submitted to the Congress each year. 

Mr. Harpy. Is that, Mr. Ohly, an ideal situation? Is that your 
prescribed procedure, or is that, in fact, the procedure that is followed ? 

Mr. Onty. That is the prescribed procedure, Mr. Chairman. 

Mr. Harpy. Well, that is what I was afraid of. I can understand 
why that would be your prescribed procedure. But how do we 
measure that? How can we tell the extent to which that procedure is 
actually followed ? 

Mr. Onty. You mean how could you take an individual case and 
run it down and see whether or not what 

Mr. Harpy. It is awfully easy to say that when you are formu- 
lating a program for any country you take into account all of the 
local currency that is going to be generated and available for use. 
But how do we know, how can we tell, the extent to which that is 
actually done? Is there any way? 

Mr. Outy. Well, you mean how can you, as a committee, determine 
that, or how can I, as a programer ? 

Mr. Harpy. Well, either one. Do you just take sombody’s word 
for it, do you have some way of following through ? 

Mr. Outy. You have two categories to look at. First, you have the 
local currency that is derived from sales that have taken place, or 
that you are pretty sure are going to take place, during the fiscal year 
in which you make the estimate. In other words, I know now to a 
considerable degree the extent to which sales will have been made by 
June 30 of this year, the countries which will be involved, and the 
approximate categories into which the local currencies from these 
sales will be obligated—in other words, the extent to which some 
local currencies are going to be received for United States use, the 
extent to which they will be used for economic loans, the extent to 
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which they may be used for military purposes, and so forth, because 
that is a matter of agreement with the country at the time you make 
the sale. 

Mr. Harpy. Except at that time you don’t stipulate the Use, do 
you? Do you agree you are going to agree, or do you stipulate / 

Mr. Onty. W Fell, you stipulate whether it is going to be used for 
military purposes or for economic loans or for United States uses in 
triangular trade transactions. The law itself stipulates the uses to 
which you can put this local currency and, at the time of the sale, a 
decision is made, and an agreement is reached with the country as to 
the proportion of the total ‘local cur rency that will go into each one of 
those categories. 

Mr. Harpy. Well, I think you see the problem that I am posing, 
and I don’t think we are going to be able to get an answer that any 
of us can tie down right here. The thing that bothers me is that 
some of these commodity programs are pretty substantial programs. 

Now, I recall getting into one to some considerable extent before 
[ became chairman of this committee. It seems to me that it is im- 
portant that we consider whether or not we need so much dollar 
aid in terms of projects or grants or what not in the light of the local 
currencies that are generated under these programs. The problem 
is, how do we find out the consideration which has been given to these 
local currencies. Is it all a matter of judgment, and if so, at what 
level is that judgment applied? And how do we know actually 
whether anybody even paid any attention to it at all? 

Mr. Onny. Well, can I tell you the process that we go through 
very briefly ? 

Mr. Harpy. Well, I would like to have it, but we had better have 
that process outlined as a submission for the record, too, because we 
have to go to the floor. 

Mr. Reppan. Yousee the things I am concerned with. 

Mr. Onty. I think it is a very real problem. I really think we 
have done a pretty good job within the limits of human estimates. 

Mr. Harpy. I am thinking of it both as an administrative problem 
which ICA has to confront, and a problem which the Congress also 
has to be concerned with in making its appropriations and providing 
the funds. 

And I would like to know how you approach it and how you 
satisfy yourself that it is realistically taken into account. I wish 
you would give me a little memorandum on that. 

Mr. Onty. We would be delighted to, Mr. Chairman. 

Mr. Reppan. Mr. Ohly, in that connection, I would like to refer 
to the letter of November 8, 1956, which Mr. Hollister sent out to 
various heads of divisions in ICA, in which he expressed the same 
concern that the chairman has just expressed. 

On page 7 of that letter, under “Special emphasis on certain prob- 
lems,” it states this: 

In preparing the program to be submitted, and in the submissions themselves 
where appropriate, I wish special attention to be given to two problems that 
greatly concern me. The first problem relates to the extent to which Public 
Law 480 transactions, or the local currencies derived therefrom, are really taken 
into account in developing our aid proposals. I want to be sure that they are 
fully and realistically taken into account in preparing the fiscal year 1958 
programs, and at the hearings I will wish to learn why in some countries where 
large Public Law 480 programs are operative it is not possible to limit increases 
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in, to reduce, or further to reduce, our Mutual Security program. The second 
problem relates to the size of the pipeline in a number of countries. 

That is the end of the quotation. 

This was in 1956. Do you know what steps were taken to assure 
Mr. Hollister that those funds were being realistically taken into 
account ? 

Mr. Onty. Well, these were instructions that went out to everybody 
involved in preparing the 1958 presentation for consideration at the 
Bureau of the Budget stage. The submissions which came in indi- 
cated that the matter had been gone into very thoroughly. Of course, 
this same subject had been covered in the earlier instructions which 
had gone out to the field in August. Missions had been asked to go 
into this question and had been given all sorts of assumptions and 
guidelines as a basis for doing so. 

Mr. Reppan. I have just one other question, Mr. Ohly, which relates 
to the heading “Other Information,” in the final page of the GAO 
memorandum, and refers to the information similar to that which is 
presented in the section 513 report. 

GAO suggests that information similar to that which is reported 
pursuant to section 513 of the Mutual Security Act might well be 
submitted to Congress in connection with the budget presentation. Do 
you know of any reasons why that could not be done? 

Mr. Onry. Well, I think it could be done, but I am not sure that 
it would add any thing additional to the section 513 reports which they 
already have available. There will probably be a section 513 report 
just about the time that our program submission goes up to Congress. 

Mr. Reppan. Yes; but they are not collated with your budget 
presentation. 

Mr. Oury. No; it would be rather difficult to do it, I think, as a 
mechanical proposition. The two documents read together tell the 
story. I would be glad to have someone persuade me that some other 
way of treating it would be better, but I don’t see the advantage of 
doing it that way. 

What do you think, Mr. Murphy? Do you have any observations? 

Mr. Murrny. I agree with that. 

Mr. Outry. Well, section 513 of the Mutual Security Act, Mr. 
Chairman, requires that we report to the principal committees that 
act on our program, with respect to major changes which are made 
in the programs as we presented them to Congress. It also requires 
us to report Presidential transfers and certain other Presidential 
determinations. 

Mr. Reppan. Mr. Chairman, could we ask ICA to give us a sub- 
mission on that portion of the Comptroller General’s report on obli- 
gating bases which refers to their recommendations to Congress, 
for a division between the plannable and the unplannable or the un- 
foreseeable ? 

Mr. Harpy. I meant to get back to that in our discussion here. I 
think that maybe it is important that we have clearly ICA’s point 
of view in connection with it. 
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(The information requested follows :) 


INTERNATIONAL COOPERATION ADMINISTRATION RESPONSE TO GENERAL ACCOUNTING 


OFFICE PROPOSAL FOR SEPARATION OF PLANNABLE PROGRAMS FROM UNFORESEE- 
ABLE ACTIVITIES 


The General Accounting Office, in its report dated June 10, 1955, and entitled 
“Report on Study of Obligating Bases and Related Administrative Practices— 
Foreign Operations Administration” in effect made the following recommenda- 
tion: That Congress should revise the Mutual Security Act of 1954 so as to 
provide a contingency fund which might be used by the President to meet new 
requirements that arise during the course of any fiscal year and which were 
contingent or unforeseen at the time that appropriations for that year were 
requested of the Congress. The report further indicated that a revision of the 
Mutual Security Act “along the lines proposed above would lessen and possibly 
obviate the need for the transfer authority contained in section 501 of the act, 
and broad authority for the use of funds permitted by other provisions thereof, 
and should enable more specific delineation of the planable activities for which 
funds are authorized.” 

Nearly 3 months before this report was made, to be precise, on April 20, 
1955, the President of the United States, in his special message to the Congress 
with respect to the fiscal year 1956 mutual security program, had specifically 
recommended the establishment of a worldwide contingency fund of $100 million. 
In the succeeding weeks, numerous executive branch witnesses had testified in 
support of such a fund, and on June 2, 1955, a week before the General Account- 
ing Office report was submitted, the Senate had passed and the House of Repre- 
sentatives was considering, a bill which would establish such a contingency fund. 
Thus, to be explicit, the actions recommended by the General Accounting Office 
had been largely taken before these recommendations were made public. 

The problem dealt with in the report of the Comptroller General is one that 
has been a central problem of the mutual security program since its inception 
and which will continue to be a central problem as long as, in this highly 
dynamic world, the mutual security program if it is properly to fulfill its 
purpose, must be capable, without serious disruption of important going pro- 
grams, of meeting the most urgent of the large number of important requirements 
for mutual security assistance which must be met during a fiscal year but which 
only become firm, or first develop, subsequent to the time of the congressional 
presentation covering that year. 

American foreign policy, and the mutual security program as one of its 
primary instruments, must contend with, and be responsive to, continuously 
changing world conditions. Events of the past 5 years have demonstrated con- 
clusively that one cannot foretell, and specifically prepare for, the many new 
situations which will develop in any succeeding 12- to 18-month period and 
which, in terms of vital United States interests, will call for some form of 
mutual security assistance. Experience has also proved that the ability of the 
United States to react quickly to many of these situations, by extending prompt 
and adequate assistance has been of considerable significance in terms of 
American security. Reference to actual experience during fiscal years 1955, 
1956, and 1957 will bring this out most clearly. 

There are at least three basic types of requirements with which the mutual 
security program must deal and for which specific advance provision cannot be 
made. They are: 


A. Requirements which are contingent at the time of congressional presentation 


First, there are those requirements which are recognized as potential at the 
time the program for a succeeding fiscal year is developed but which, as of that 
time, are not sufficiently definite in terms of necessity, size and nature to justify 
the inclusion of an identifiable allowance therefor, in the illustrative program 
presented to the Congress. At any given time, potential requirements of this 
kind will be substantial, and one can be sure, based on past experience, that some 
of them will subsequently become actual requirements demanding prompt action. 
One can be equally sure that others will never become firm. However, one cannot 
foretell into which of these two classes any one of the specific potential require- 
ments will finally fall, nor, in most instances, the precise size or character it 
might take. The best one can do is to make an educated judgment as to the 
proportion of all contingent claims that may eventually become firm and require 
explicit recognition in the aid program. 
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B. Requirements which are wholly unforeseen at the time of congressional 
presentation 


Second, there are those requirements which are not foreseen at the time the 
annual program is presented to Congress but which appear after the fiscal year 
has commenced. This class of requirements includes those that result from 
natural disasters, those that reflect unforeseeable Soviet actions, those which 
flow from political or economical developments in a country of critical impor- 
tance to the United States, and those which are simply the products of human 
fallibility in forecasting the shape of things to come. They include, but are by 
no means limited to, requirements that one would ordinarily class as “emergency” 
in nature. They also include the requirements presented by those occasional, 
suddenly, emergent opportunities to seize the initiative and to undertake measures 
abroad which are likely to strengthen the fabric of the free world, if, but only 
if, they are undertaken immediately or shortly after the opportunity appears. 


C. Increases in the cost of meeting requirements which are firm at the time of 
the congressional presentation 


Third, there are those new requirements which reflect an increase in the cost 
of carrying out a program which was actually planned, and proposed to the 
Congress, for the fiscal year in question. 

It is impossible to give an exact figure for the total new requirements of the 
foregoing types which have had to be met in any given fiscal year. However, 
new requirements of this type amounted in the aggregate to nearly three- 
quarters of a billion dollars in fiscal year 1954 (a substantial portion accounted 
for by the massive allocation of resources to support operations in Indochina), 
more than $400 million in fiscal year 1955, and more than $250 million in fiscal 
year 1956. While it is too early to make a comparable final estimate for fiseal 
year 1957, it is probable that contingent and unforeseen requirements that will 
have to be met will be significantly higher than in fiscal year 1956. 

There is no reason to believe that the same kinds of factors which have oper- 
ated in previous fiscal years to create new requirements will not continue to be 
operative in future fiscal years and create new requirements of a comparable 
total magnitude, to be met during the course of those years. In fact, (a) prob- 
lems incident to the revision of the aid program, (b) the continuing unsettled 
situation in the Middle East, and (c) the explosive situation in Eastern Europe, 
and (d) the continuing efforts of the Soviet bloc to penetrate and to subvert, 
through political and expanding economic measures, nations in Africa, the Middle 
East, South Asia, and the Far East, make the possibility of such new require- 
ments in the future greater than ever before. 

Given the certainty that new requirements of the foregoing types will develop 
and need to be met in the course of future fiscal years, the question is what 
represents the best method or methods of preparing to deal with them, and 
whether a reserve fund of the type discussed in the General Accounting Office 
Report should constitute an essential element in an intelligent approach to this 
problem. 

There are four principal ways in which it is possible to meet such new require- 
ments as they emerge. They are: 

(1) Congressional action.—To seek supplemental authorizations and appro- 
priations—an alternative which may be necessary and desirable if a new re- 
quirement is very large but which does not usually represent a practical answer 
for the large number of smaller and typical new requirements that must be met 
in the ordinary conduct of the program. 

(2) The use of savings.—To apply, if such exist, savings derived from previ- 
ously planned program, using Presidential transfer authority, if necessary, to 
move such savings from one appropriation account to another. 

(3) The diviresion of funds from other programs.—To divert funds from 
previously planned programs of lower priority, using Presidential transfer au- 
thority, if necessary, to move such funds from one appropriation account to 
another. This is the technique by which, prior to fiscal year 1956, new require- 
ments were met except when there were program savings adequate to cover 
them. While this method forces continual review of the necessity for, the costs 
of, and the real priorities among programs it also requires the sacrifice of pro- 
grams which, though of lesser urgency, were sufficiently important to justify the 
appropriation initially. This procedure is also less satisfactory because it in- 
troduces uncertainty into the planning and programing processes, not only of the 
United States, but also, and frequently with much more far-reaching conse- 
quences of a military, political, psychological, or economic character, of the 
country from whose program the fund diversion is made. It detracts from, and 








188 REVIEW IF THE BUDGET FORMULATION 


makes more difficult, the kind of long-range planning of military buildups or 
economic development which should increasingly constitute an important ele- 
ment of the mutual security program. These are, of course, among the points 
made in the General Accounting Office report and the considerations which 
motivated the prior executive branch recommendation for a contingency fund. 

(4) Reserve fund.—To have a special reserve fund, such as the special Presi- 
dential fund established in fiscal year 1956, and continued in fiscal 1957, pursuant 
to section 8 (a) of the Mutual Security Act of 1955 and section 8 (c) of the 
Mutual Securtiy Act of 1956, or such as the special fund proposed for fiscal 
year 1958. 

The problem is the extent to which, and the manner in which, each of the 
foregoing techniques should be employed to give the mutual security program 
the kind of flexibility needed to meet urgent new requirements as they arise. 
Supplemental legislation and appropriations do not ordinarily provide a prac- 
tical answer. Similarly, savings in going or planned programs are unlikely to 
be adequate. The reduction or postponement of other planned programs has 
all the disadvantages noted above in (3). It is obvious, therefore, that there 
is a need for a special contingency fund of the kind referred to in (4) above 
which will make it possible to meet some of the new requirements without unduly 
and unwisely wrecking other planned programs which it is in the United States 
national security interest to carry out. However, it is equally obvious, giver 
the size of contingent and unforeseen requirements which have had to be met 
in prior fiscal years, and which it seems certain will have to be met in future 
fiscal years, that it would be unwise, impractical, and probably congressionally 
unacceptable, to establish a separate contingency fund, over and above all 
planned programs, that would be large enough to meet all urgent new require- 
ments. Moreover, as indicated in (3) above, there are decided advantages, su 
long as total funds available for Mutual Security are limited, to requiring a 
continual reexamination of program priorities in the light of new developments 
and with the objective, in spite of administrative inconvenience and delays that 
may be entailed, of substituting new, higher priorty activities that may develop 
for previously planned programs which, though important and urgent, are less 
important and urgent. 

For the foregoing reasons, the executive branch, while repeatedly supporting 
a contingency fund, has also felt that other forms of flexibility were indispen- 
sable, including the transfer provisions of section 501 of the Mutual Security 
Act of 1954, as amended, and the practice of presenting illustrative programs 
that are subject to subsequent adjustment. This position was clearly stated by 
the President in the following language in the same message in which he 
first proposed the $100 million contingency fund: 

“T recommend continuance of the authority in the present Mutual Security 
Act to meet unexpected events by transfer of funds, appropriated for one geo- 
graphic area or purpose, to another geographic area or purpose. Experience in 
recent years has demonstrated that flexible authority is highly desirable to 
move with dispatch to meet new circumstances, to overcome new dangers, or 
to capitalize upon favorable developments.” : 

Mr. Mourrpuy. Mr. Chairman, I am glad that an opportunity pre- 
sents itself on this point, because I was worried about the testimony 
on that item on the first day. It sounded to me, as a listener, very 
much as a cause and effect operation; GAO made its recommendation 
under its June report and Congress appropriated a hundred million 
dollars the following month. It completely omitted mention that in 
April of that year the executive branch recommended—made such a 
recommendation to the Foreign Affairs Committee before such a re- 
port was available, and I believe the action of the Foreign Affairs 
Committee and the Congress probably grew out of the President’s 
recommendation made in the first week of April that year more so 
than the GAO report on June 10. 

But we had recognized the problem GAO had mentioned, the fact 
that frequently we were caused to disrupt the going program to find 
money to meet emergencies and asked Congress if they wouldn’t give 
us a contingency fund which would make that kind of action un- 
necessary. 

Mr. Harpy. I think all of us would subscribe to the idea of a con- 
tingency fund and to flexibility, but I am concerned about making the 
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whole business a flexible grab bag. Sometimes I have felt this whole 
ICA appropriation was just about that, just about saying, “Here, 
you take it and suit yourself and spend it, and if you feel like it, tell 
us something about it later on. If you don’t feel like it, why we have 
no way to make you do it.’ 

[ mean, frankly, I am sorry I get that sort of feeling, but I do. 

Mr. Murruy. Mr. Chairman, I assure you—— 

Mr. Harpy. And I have been digging around here trying to get 
that disabused. I don’t like to get that kind of a reaction. 

Mr. Mureny. If you were on the other end of this situation, Mr. 
Chairman, you would be quickly disabused if you had to make sure 
50 percent of your tonnage moved in United States-flag vessels, and 
so much had to go for United States agricultural commodities, and 
if you read and had to observe all of the limitations that are put on 
us in executing this program, I think you would be surprised that 
we get done as much as we get done, believe me. 

Mr. Harpy. I think maybe you are right about that, but I sort of 
have the feeling, too, that if your preparation were a little bit better 
before you got your money. that you wouldn’t Scie quite as much of 
this problem after you got it. 

You see what has been hi appening heretofore is, you come up here 
to Congress and say, “We want so many billion dollars for this kind 
of program and we will give you an illustration which we don’t in- 
tend to follow at all but we will just use it as an illustrative pro- 
gram,” and from there on you have got to develop all of your 
procedures to comply with all these limitations that you are talking 
about. 

Whereas if you had started out with a well-planned program, based 
on something tangible, that had come in from the field, all you would 
have had to do was carry that out instead of having to develop it as 
vou go; isn’t that right? 

Mr. Murreny. No: I can’t agree with that, Mr. Chairman. We can’t 
lay on United States-flag vessels and so forth 18 months in advance 
and administer it with the substantial limitations on funds that we 
can spend for administration. 

It. presents a lot of problems and it is not as flexible viewed from our 
end as it is from yours. 

Mr. Harpy. Would you say that the whole ICA program, and 
frankly, this question is stimulated by testimony and not from any 
thought of my own, but would you say that the whole ICA program 
is just an international subsidy program to other nations? 

Mr. Murrny. Why, of course not, Mr. Chairman. 

Mr. Onxy. Mr. Chairman, sometimes I would hope that you, not 

necessarily the committee, would look at the problem country by 
country. 

Mr. Harpy. Let’s close the record, let the committee stand adjourned 
subject to call of the Chair, with the understanding that we, the com- 
mittee will receive these submissions that we have discussed and we 
will insert them at the proper points in the record. 

The subcommittee will stand adjourned. 

The ee referred to appears on p. 186.) 

(Whe Yreupon, at ! _ ) p. m., the subcommittee adjourned, subject to 
the call of the Chair. 
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